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Foreword 


Welcome to WorldatWork Course GR5: Performance Management - Strategy, 
Design and Implementation. 


To achieve the greatest benefit from this program, your active participation is encouraged. 
Please feel free to ask questions relevant to the topics presented and share your ideas 
and experiences with the instructors and other participants. Additionally, the coffee breaks 
and lunches are excellent forums for sharing thoughts and ideas about the compensation 
function. 


WorldatWork courses are developed through the efforts of many individuals, especially 
those who serve as WorldatWork faculty. Specifically, WorldatWork wishes to 
acknowledge the following current contributors to this course: 


Carri Banka, CCP, CBP, GRP, PHR, WorldatWork 
Steve Constantin, PhD, CCP, Consultant and Facilitator 
Elaine Guarrero, CCP, RR Donnelley and Sons 


Robert Roesch, CCP, SPHR, University Corporation for Atmospheric Research 
Gary Starzmann, CCP, CBP, SPHR, Mellon HR and Investor Solutions 


In creating the WorldatWork educational program, we seek to offer the highest quality 
professional development opportunities for human resources professionals with 
concentrations in compensation, benefits and total rewards. We invite your opinions and 
suggestions about the course and its content to assist us in updating our courses and to 
ensure they are meeting your needs. 


Thank you for your participation. 


Version 3.04.3 


The information in this publication, as prepared by the authors and reviewed by other experts in the field, 
represents various approaches to compensation and benefits management. WorldatWork strives to 
provide information and perspectives that will help readers apply appropriate practices in their own 
organizations, but does not provide prescriptive advice. Nothing herein should be construed as an attempt 
to aid or hinder the adoption of any pending legislation, regulation or interpretive rule, or as legal, 
accounting, actuarial or other such professional advice. 
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Course GR5 


Course Overview 


This intermediate-level course presents the key concepts associated with measuring and 
rewarding performance at the organizationwide, group and individual levels. Issues 
addressed include: organizational performance planning, business strategy, the 
performance management system and process, measurement, individual motivation and 
the link between rewards and performance. 


Intended Audience 


This course is intended for compensation/HR practitioners and line managers who are 
designing and administering performance management systems, or who are responsible 
for developing and implementing a performance rewards strategy. 


Preparing for the Course 


Please review the contents of this WorldatWork course book prior to attending the class. 
Also, please visit the Education section of the Web site at www.worldatwork.org prior to 
attending to determine whether there is an amendment sheet published for your course 
book. Amendment sheets include minor corrections and updates (not affecting the 
examinations) that are intended to maximize the currency of the course books between 
publishing dates. The amendment sheets can be viewed and/or printed from the Web site. 


Thank You 


Thank you for choosing WorldatWork to support your professional development efforts. 
If you have any questions about the course or are missing any of the course materials 
previously mentioned, please call WorldatWork headquarters at 877/951-9191. 

Our mailing address is 14040 N. Northsight Blvd., Scottsdale, AZ 85260. 


Our Pledge to You 


WorldatWork is committed to providing you with high-quality products and services. 

Our staff at the association’s global headquarters in Scottsdale, Ariz., is dedicated to your 
satisfaction. If we do not meet your expectations — or if you wish to share any comments, 
suggestions or questions — please feel free to contact us at any time. 

We appreciate your support. 


WorldatWork 

Toll-free 877/951-9191 

Fax 480/483-8352 
customerrelations@worldatwork.org 
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Overview: Course GR5 


MODULE 1 


The Performance Management System 
Introduces the topic by defining performance management and the performance 
management system. 


Introduction to performance management 

Organization. '! drivers 

Performance objectives 

Performance management process 
Evaluation/assessment 

Outcomes 

HR practices interlinked with performance management 


MODULE 2 


Measuring Performance 
Focuses on performance measures, describing the different types of measures and the 
measures used at different organizational levels. 


m Why do organizations measure performance? 

™ How are performance objectives identified? 

™ How do organizations measure progress? 

m What do organizations measure? 

™ How is performance measured at different levels? 


MODULE 3 


Individual Performance and the Performance Appraisal 

Examines individual performance and the performance appraisal. The module details the 
different approaches to employee evaluation and some of the issues associated with 
performance appraisals. 

m@ Performance by individuals 

The performance appraisal 

Evaluation approaches 


Sample performance appraisals 
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OVERVIEW: COURSE GR5 


MODULE 4 


Implementing Performance Management 

Covers the performance management process that supports implementation of the 
performance management system. It describes the steps in applying the process at 
different levels of the organization and the importance of alignment within the performance 
management system. 


m Performance management system implementation 
m The performance management process 
@ Alignment 


MODULE 5 


Linking Performance to Rewards 
Discusses the factors that motivate employee performance. It identifies the rewards that 
organizations use to motivate performance, tactics for allocating meaningful rewards and 
examples of performance reward strategies. 
m Performance reward strategy 
= What motivates employee performance? 
m™ Linking pay to performance 
¢ Linking base pay to performance 
@ Variable pay 
™ Motivating with other rewards 


MODULE 6 


Performance Management System Evaluation 

Covers the process for assessing the success of the performance management system. 
It presents questions to ask in evaluating a system and identifies key elements that need 
to be in place to ensure that a system is complete. 


m Analysis of current system 

m Facilitating legal compliance 
m Auditing rating scales 
| 


Audit example 
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OVERVIEW: COURSE GR5 


APPENDIX 


™@ Quiz answers 
m™ Support materials for course modules 


RESOURCES 


@ Related articles 
@ Sources for additional information 


GLOSSARY 


™ Definitions of terms applicable to this course 


NOTES 


m@ Blank note pages 


FACULTY 


m@ List of selected faculty for this course 


EXAMS 


@ Information on WorldatWork Society of Certified Professionals certification exams 
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The Performance 
Management System 


WorldatWork 
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Module 1 
The Performance Management System 


Introduction 


Performance management is perhaps one of the most challenging areas of responsibility 
in the field of human resources. It also is one of the most controversial, because it 
involves the measurement and evaluation of employee performance. As a result, 
performance management systems must be well-conceived and implemented. 


Performance management is also critical to the success of the business. An effective 
performance management system encourages employee behaviors that drive positive 
business results. An ineffective performance management system, at best, utilizes 
rewards inefficiently and, at worst, adversely affects the outcomes that it is intended to 
improve. 


Module 1 lays the foundation for the topic of performance management, providing the 
strategic context in which performance management is grounded and the role that HR 
plays in relation to the overall performance management system and its associated 
processes. 


Objectives 


By the conclusion of this module, you will be able to accomplish the following: 


1. Define performance management and describe the case for performance 
management. 


2. Define organizational drivers and identify the questions to ask when determining 
the direction of the performance management system. 


3. Identify and describe the three basic strategies that organizations use to gain 
competitive advantage. 


4. Describe the role of human resources (HR) in performance management. 
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Introduction to 
Performance Management 


= Definition 
@ Systematic process 
# Planning, monitoring, appraising, 
rewarding and improving performance 
@ Description 
@ Dynamic and adaptable 


@ Uses many different management tools 


Introduction to Performance Management 


To maximize organizational success, companies must motivate individuals and 
groups toward a common goal. Performance management is one of the managerial 
processes that is used for this purpose. 


= Definition — Performance management is a systematic approach for managing 
individuals and/or groups that involves planning, monitoring, appraising, rewarding 
and improving performance in support of the business strategy. 

= Description 


# Dynamic and adaptable process that cascades throughout the organization, 
from the organizational level to the individual level 


@ Utilizes observation, feedback, development and other management tools 
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Evolution of 
Performance Management 


Performan ce Competency focus 
Management. 


Performance Results 
| orientation 


Evolution of Performance Management 


Performance management is a behavioral concept that has evolved over time. As 
business and societal needs and norms have changed, so have performance management 
systems. 


= Military — An early formal program of monitoring performance evolved from the rating of 
officers in the armed forces. 


= Industrial — Influenced by the armed forces, factory-based systems developed, eventually 
evolving into the “generic ratings scale” (e.g., exceeds requirements, meets requirements, 
improvement required, etc.). 


= Merit ratings — Eventually, merit ratings emerged and the performance appraisal was born. 
Technical varieties were developed for purposes of determining pay. 


= Performance measures — Forced distribution, critical-behavior incidents and other 
appraisal approaches were created due to the concern over the subjective judgments often 
required by traditional merit ratings. 


= Results orientation — Various forms of results-oriented performance appraisals 
developed, incorporating specified objectives. Management by objectives evolved, focusing 
on the need for more effective management to direct all efforts toward a common goal. Self 
appraisals and performance improvement plans emerged, but specified objectives were not 
necessarily aligned with business objectives. 


Reprinted by permission of the publisher; the Chartered Institute of Personnel Development, Performance 
Management, The New Realities, Michael Armstrong and Angela Baron © 1998 and Adapted by permission of The 
Performance Management Group, The Performance-Management Sequence, Ceri Thomas and Alan Cave © 1998 
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INTRODUCTION TO PERFORMANCE MANAGEMENT 


Evolution of Performance Management ...cont’d 


= Competency focus — Due to the limitations of appraisal approaches focusing only 
on narrow traits, skills, etc., performance appraisals began to focus on competencies, 
covering a broader range of personal attributes. Competency-based approaches 
eventually became more behavior-based, as discussed later in the course. 


m= Performance management, therefore, emerged as a process or discipline intended 
to link the behaviors necessary for business success with the tools and strategies 
available to motivate these behaviors. 
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INTRODUCTION TO PERFORMANCE MANAGEMENT 


Why Performance Management? 


=# Goals 


@ Improve organizational performance 
@ Cultivate continuous improvement 


@ Foster cultural change 


= Benefits 


@ Results 


Why Performance Management? 


Is a formal performance management system really necessary? Organizations can 
justify performance management by using it effectively to achieve business objectives. 
= Goals of performance management 


@ Improve organizational performance — improve profits, quality, customer 
service, efficiency, competence; achieve consensus and provide focus on desired 
results 


¢ Cultivate continuous improvement — identify training needs 
¢ Foster cultural change — link pay to performance, empower line managers, 
motivate the workforce 
= Benefits of performance management 


# Provides management structure — Most employees prefer a certain degree of 
structure in which to operate (unless it becomes too constraining). 

# Provides avenues for management to be champions, mentors and coaches; 
creates a framework for offering encouragement, support and guidance 


= Results of performance management — Does performance management work? 
It does, but it is a constantly evolving process. A performance management system 
that balances the goals of the organization with the abilities and characteristics of its 
workforce will have the greatest chance of success. 
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INTRODUCTION TO PERFORMANCE MANAGEMENT 


discussion 


m Is there a “silver bullet” solution that 
companies can use to maximize 
employee performance? 


@ What combination of HR practices 
distinguishes high-performing 
companies from low-performing 
companies? 


Discussion Break 


Organizations are in constant search of new solutions for performance management. 
As aclass or in small groups, discuss your opinions on the questions below. The 
instructor will facilitate a discussion of the results. 


= Is there a “silver bullet” solution that companies can use to maximize employee 
performance? If so, what is it? 


= What combination of HR practices distinguishes high-performing companies from 
low-performing companies? 


Clank | Wausparn 


Ay il NM. 
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INTRODUCTION TO PERFORMANCE MANAGEMENT 


The Performance Management System 


Performance Objectives 


SS oy . 
Performance ue 


The Performance Management System 


The concept of performance management is usually associated with the performance 
appraisal. However, performance management is a process that is part of a larger system 
affecting employee performance as well as the entire organization and its departments, 
teams/groups, processes, programs, projects, products/services and customers. 


The above graphic is a visual interpretation of the components of a performance 
management system. The performance management system originates with the 
organizational drivers. Performance objectives emerge from the drivers and incorporate 
measures, with the performance management process being applied to the entire 
organization, business units, groups and individuals. The performance management 
process should undergo periodic evaluation and assessment, ultimately leading the 
organization to achieve desired outcomes. 
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INTRODUCTION TO PERFORMANCE MANAGEMENT 


System Objectives 


Support organizational strategy 
Identify performance objectives 
Relate to other HR systems 
Ensure legal defensibility 
Increase accuracy 

Foster dialogue / feedback 


Encourage development 


System Objectives 


One of the first steps in designing any HR system is identifying objectives. Examples 
of performance management system objectives are listed below. 


The system should: 


= Support organizational strategy — The behaviors and results encouraged by the 
performance management system should be tactical extensions of the organization’s 
business strategy. 


= Identify performance objectives — Careful planning should result in identifying 
accurate measures of organizational performance and target levels for success. 


= Relate to other HR systems, such as compensation, recognition and training/ 
organizational development — An effective performance management system will 
utilize and integrate the various tools available to motivate performance. 


= Ensure legal defensibility — Compliance with applicable legislation is critical. 


m Increase the accuracy of performance appraisal data — Based on prior experience 
with performance management systems, HR may seek to assure that the data collected 
by a new or redesigned system is accurate and reliable. 


= Foster increased dialogue/feedback between managers and employees — The 
objective of the performance management system should be to build more effective and 
trusting relationships between supervisors and subordinates. 


= Encourage employee development — Ultimately, the performance management 
system should encourage employee development to improve future organizational 
performance. 
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Organizational Drivers 


Vision 

Mission 
Values 
Competencies 
Culture 
Influences 


Performance 
objectives 


Performance 
measures 


Strategy 


Organizational Drivers 


The performance management system should maintain alignment with organizational 
vision, mission and business strategy. It is HR’s responsibility to develop HR strategies 


that support and reinforce this alignment. 


Vision 

Mission 

Core values 

Competencies 
v 

Culture 


Internal influences 
External influences 


Strategy 
Structure 


Performance objectives 
Performance measures 
Staffing strategy 


Development strategy 
Rewards strategy 


What do we want to be? 
What do we want to do? 
What are our beliefs? 
What he we good at? 
Who are we? 


What is the context within which we work? 


Vv 


How can we use our competencies to win? 


Vv 


What a to happen for us to win? 
How can we tell how well we did? 


What should our HR strategy be? 
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ORGANIZATIONAL DRIVERS 


Organizational Context for Developing 
Performance Management and HR Strategy 


xternal Influences - 


Community Culture 
Competition 

Economics 

Industry Characteristics 
Labor Market 
Legal/Regulatory 
Political 

Resource Availability 
Social 

Technology 


_ Vision 


Mission 


- Organizational Strategy 


Business Strategy 
Organizational Structure 
Core Competencies 


Performance Objectives 
Measurements 
HR Strategy _ 
Staffing 


Development _ 
_ Total Rewards ~ 


Business Strategy 
Company Values 

Costs 

Culture 

Human Resource Strategy 
Mission 

Organizational Structure 
Resources 

Shareholder Expectations 
Total Rewards Philosophy 
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ORGANIZATIONAL DRIVERS 


Sample Statements 


@ Vision 
@ Mission 


m Values 


Sample Statements 


The organization's stated vision, mission and values act as a starting point to identify 
what the performance management system will need to accomplish. 


@ Vision 
@ Purpose — states what the organization wants to be 
# Example — “We will be the premier provider of our product in the industry.” 


= Mission 
# Purpose — states what the organization needs to do to achieve its vision; articulates 
goals and how to attain them 
@ Example — To achieve our vision, we will strive to: 
= Secure a leading position by continuously developing new and improved products. 
= Be recognized by customers for superior product quality and unparalleled 
expertise. 
= Shape our business environment, leveraging our understanding of consumers. 
= Promote collaboration among our businesses to achieve research, development 
and marketing synergy. 


= Values 
¢ Purpose — state the organization’s beliefs 
@ Example — To fulfill our vision and achieve our mission, we will abide by the enduring 
values that are the foundation of our business: 
= Demand of ourselves and others the highest ethical and quality standards in all 
of our products and processes. 
= Encourage innovation as the key to improving the organization’s growth and 
profitability. 
= Recognize that people are the cornerstone of the organization’s success, and 
treat employees with respect and dignity. 
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ORGANIZATIONAL DRIVERS 


:y 


Organizational Vision 


m Performance often is initiated in terms 
of a working vision or “motto” 
m Performance expectations of a motto 
@ Stated in terms which make it: 
= Memorable 


= Motivating 


= Relevant 


Organizational Vision 


Organizational vision, mission and culture are among the drivers that influence the 
business strategy. Organizational vision is where it all begins. A working vision or 
internal motto helps turn the vision into action and drive performance. 
= Performance often is initiated in terms of a working vision or “motto.” 
@ Examples 
m “Life is our life's work” — Pfizer 


= “Be our customers’ best sales relationship” — AT&T Business and 
Commercial Services 


= “Customer service even our competitors talk about” — Singapore Airlines 
a “Make people happy” — Disney Theme Parks 


m= The performance expectations of a motto 
@ The motto should be stated in terms which make it: 
= Memorable 
= Motivating 
= Relevant 


Trying to create a motto usually doesn’t work... 
attempting to meet a demanding performance 


challenge will usually produce a motto. 
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ORGANIZATIONAL DRIVERS 


Internal and External Influences 


m Internal influences 


¢ Corporate philosophy, business strategy, culture, 
organizational structure, employees, management 


m@ External influences 


# Community culture, legal/regulatory, labor market, 
industry characteristics, resource availability, 
technology, competition, economics, politics, 
global changes 


Internal and External Influences 


Performance management does not operate in a vacuum. Internal and external 
influences exert continual and changing pressures. Legal challenges, competitive 
situations and internal changes are just a few examples of the forces that may act to 
throw the system out of balance. HR must be aware that there will be many influences 
that affect performance management and take steps to ensure that the system can 
withstand or adapt to most of the obstacles it encounters. 


= Internal influences 
# Corporate philosophy, business strategy, culture, organizational structure, 
employees, management 


mg External influences 


# Community culture, legal/regulatory, labor market, industry characteristics, resource 
availability, technology, competition, economics, politics, global changes 
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ORGANIZATIONAL DRIVERS 


Culture 


m= Norms 


m™ Management style 


Culture 


Culture is influenced by the organization’s people, size, structure, practices and climate. 
Conversely, culture influences the work environment and the behaviors and attitudes of the 
organization’s employees. The following components of organizational culture will have an 
effect on the performance management system: 


= Norms — Norms drive the method by which performance management will be carried 


out. These are the unwritten rules that establish expectations of behavior (e.g., manager 
and employee rapport, desired chain of command). 


= Management style — Management style is the manner in which management and 
company leadership conduct themselves and exercise their authority. Variations in 
management style lead to different approaches to performance management. 


The combination of an energizing culture and an effective performance management 
system demonstrates that employers sincerely care about people, not just job skills, 
and shows that the organization encourages excitement and the behaviors that 


generate results. 
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ORGANIZATIONAL DRIVERS 


Business Strategy 
1. Operational excellence 


2. Product/service leadership 


3. Customer intimacy 


Business Strategy 


There are three basic strategic approaches (aka value disciplines) that organizations use 
to gain competitive advantage. Each approach may require variations in performance 


management system design. 
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ORGANIZATIONAL DRIVERS — BUSINESS STRATEGY 


1. Operational Excellence 


m™ Strategy — price/cost-based 


m™ Characteristics of organizations 
utilizing strategy 


1. Operational Excellence 
= Strategy — primarily a price/cost-based strategy 


This strategy often includes a combination of price, quality, dependability and ease of 
purchase that competitors cannot match. 


@ Examples 
= Wal-Mart e Best Buy Inc. pyeatr ‘cs 
= Dell Computers e Charles Schwab and Co. do . 
= Southwest Airlines Co. e Federal Express 


@ Characteristics of organizations utilizing strategy 
@ Culture that abhors waste and rewards efficiency 
# Management systems focused on reliable execution and compliance with standards 


# Standardized operations that are simple, tightly controlled and centrally planned; 
few decisions for the rank and file 


# Processes for end-to-end product supply, optimized to minimize cost/hassle 


Adapted from Discipline of Market Leaders, by Michael Treacy and Fred Wiersema, 
Copyright © 1995 Reprinted by permission of Basic Books, a member of Perseus Books Group 
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ORGANIZATIONAL DRIVERS — BUSINESS STRATEGY 


2. Product / Service Leadership 
m™ Strategy — innovation-based 


m™ Characteristics of organizations 
utilizing strategy 


2. Product/Service Leadership 
m= Strategy — primarily an innovation-based strategy 


These firms offer products and services that expand performance boundaries (the best 
products), leapfrog/replace technologies/products, create more/better ideas and 
commercialize them faster than competitors. 


@ Examples 
a Intel 
= Pfizer 
a 3M 
mu Nike 
m Sony 
= Characteristics of organizations utilizing strategy 


# Culture that encourages imagination and a mind-set driven by the prospect of 
creating the future 


@ The structure is ad hoc and loosely organized. 


# Management systems are results-driven, rewarding new product success and 
encouraging experimentation. 


Adapted from Discipline of Market Leaders, by Michael Treacy and Fred Wiersema, 
Copyright © 1995 Reprinted by permission of Basic Books, a member of Perseus Books Group 
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ORGANIZATIONAL DRIVERS — BUSINESS STRATEGY 


3. Customer Intimacy 


m Strategy — solutions-based 


m Characteristics of organizations 
utilizing strategy 


3. Customer Intimacy 
m= Strategy — primarily a solutions-based strategy 


This strategy focuses on creating results for carefully selected customers (making them 
successful). Firms that use this strategy build bonds with targeted customers; like good 
neighbors, they meet or exceed customer needs to build customer loyalty. 


Examples — Nordstrom, Four Seasons tht 

= Characteristics of organizations utilizing strategy 
@ Culture that encourages deep and lasting relationships with customers 
@ Decision making in the hands of those close to the customer 


@ Obsession with solution development, results management and relationship 
management 


It is mandatory to achieve a breakthrough in one value discipline to 
achieve and maintain market leadership. Different value disciplines 
require different priorities and critical success targets as well as 

differences in structure, culture and management systems. 


Adapted from Discipline of Market Leaders, by Michael Treacy and Fred Wiersema, 
Copyright © 1995 Reprinted by permission of Basic Books, a member of Perseus Books Group 
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Performance Objectives 


Performance Objectives @ Financial 


= Operational 


Performance 


= Behavioral 


Performance Objectives 


Organizational drivers lead to the development of specific performance objectives. 
To achieve these performance objectives, there must be a means by which to 
measure and assess incremental performance. Consequently, there is a need for 
performance measures. 


= Performance objectives are operationalized in terms of measures. Performance 
measures specify the method(s) used to quantify and track performance. Performance 
objectives and measures commonly are identified in terms of outcomes or deliverables. 


¢ Financial 
= Examples — revenue, net income 
@ Operational 
= Examples — customer satisfaction, quality 
¢ Behavioral 
= Examples — performance/application of knowledge, skills, abilities 


The above deliverables are generated from the plans and objectives set at the 
organizationwide, department, unit, group and individual levels, all in support of the 
business strategy. 
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PERFORMANCE OBJECTIVES 


Exercise 
Measuring Strategic Deliverables 


Break into groups of three to five. Your group will be assigned one stakeholder constituency 
and asked to identify how strategic deliverables might be measured for that constituency. 
After a few minutes, the instructor will facilitate a discussion of the results. 


Stakeholder Strategic Deliverables? How Measured? 


(Select one) 


[_] Customers 


[] Investors 


[1 Employees 


[_] Top management 


[] Suppliers 


[-] Community 
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PERFORMANCE OBJECTIVES 


Identifying Strategic Deliverables 


™ For which stakeholders does the 
organization perform? 


m= What should the organization deliver 
to its stakeholders? 


@ How should these “deliverables” be 
measured? 


Identifying Strategic Deliverables 


The purpose of the performance management system is to motivate and enhance 
organizational performance. A logical starting point in the design process is to ask 
the following questions to assess and identify organizational priorities: 


@ For which stakeholders does the organization primarily perform? 
@ Customers 
¢ Investors 
@ Employees 
@ Senior management 
# Suppliers 
@ Community 
= What should the organization deliver to its stakeholders? 
@ Return on investment 
@ Quality products/services 
# Clean environment 
= How should these “deliverables” be measured? 
@ Financial 
@ Operational 
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Performance Management Process 


Evaluation/ Assessment 


Performance Management Process 


Performance management is a continuous process. The process is the same, 
regardless of whether it is being applied at the individual, group, department or 
organizationwide level. The process will vary by organization, but usually involves 
the following steps: 


= Plan — defines what is important to the organization, what needs to be done and 
the approach that will be taken. 


= Act -— refers to the day-to-day activities and ongoing developmental steps taken 
to accomplish the plan. 


= Monitor — refers to the responsibility, held by the leaders and managers in the 
organization, to track and coach for the purpose of continuously improving 
performance. 


= Review — refers to the formal assessment and feedback regarding the results of 
efforts toward meeting performance objectives and measures. 


Reprinted by permission of the publisher; the Chartered Institute of Personnel Development, Performance 
Management, The New Realities, Michael Armstrong and Angela Baron © 1998 and Adapted by permission of The 
Performance Management Group, The Performance-Management Sequence, Ceri Thomas and Alan Cave © 1998 
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Evaluation/Assessment 


Rewards motivating 
performance? 


Link between 
performance and 
objectives? 


Reward and 
encourage effective 


io? 
Evaluation/ Assessment leadership? 


Achieve desired 
outcomes? 


Evaluation/Assessment 


Evaluation and assessment are required to ensure that the performance management 
system is working. Is it contributing to the achievement of organizational objectives? 
Are the rewards being used by the organization motivating performance? Evaluation 
and assessment of the performance management system analyzes the performance 
of individuals, departments/units and the organization as a whole. 


The following questions may be asked when evaluating/assessing a performance 
management system: 


= ~=Will the organization pay out its incentive plans and other performance-based rewards 
(i.e., merit)? Were the rewards effective in motivating performance? 


m = Has the performance management system clearly established a link for employees at 
all levels between performance and the successful accomplishment of business goals 
and objectives? 


= Does the performance management system encourage, reward and nurture effective 
leaders? 


m What are the outcomes of the performance management system? Did the ends justify 
the means? 


What questions would you ask to assess your 
organization’s performance management system? 


Note: Module 6 will address this topic in more detail. 
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Outcomes 


Performance 
management stabilization 


Organizational 
performance 


Human resources 
strategy and branding 


Employee satisfaction 
Reward systems 


Development 


Outcomes 


The outcomes of the performance management system will cascade throughout 
the organization. In the early stages of design, it is important to consider potential 
outcomes and make design decisions with these in mind. 


The structure and operation of the performance management system and processes 
may affect the following: 


Performance management stabilization — creating alignment, organizational 
initiatives and strategy, department/goals, individual performance plans 


Organizational performance — productivity, adaptability, quality 
Human resources strategy and branding — attraction, retention, total rewards mix 
Employee satisfaction — motivation, engagement, retention and loyalty 


Reward systems — merit pay, variable pay (short-term and long-term incentives, 
including effect on equity-based rewards), recognition 


Development — succession planning, training, career progression. 
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HR Practices Interlinked with 
Performance Management 


Employment 

Organizational development 
Compensation 

Performance appraisal 


Communication 


HR Practices Interlinked with Performance Management 


It is a common assumption that the HR department “owns” performance management. 
This is likely due to the fact that many of the tools of the performance management 
system are often housed within HR, with the most conspicuous example being the 
performance appraisal. In practice, performance management is an organizational 
strategy that is supported by HR. The various HR roles and responsibilities that link to 
performance management include: 


= Employment — formal job creation, recruitment, selection*, promotions, demotions, 
terminations 


= Organizational development — training, education, coaching, succession planning 


= Compensation and rewards — job analysis, job evaluation, job descriptions, 
salary administration, merit budget, incentives, recognition programs 


= Performance appraisal — evaluation tools, performance reviews, performance 
improvement plans, link to rewards 


= Communication — training of managers, organizationwide communication of 
performance program, implementation of evaluation tools 


Performance management requires everyone in the organization to share responsibility 
for its success. The role of HR is to serve as a strategic partner in accomplishing the 
desired outcomes of the performance management system. 


Is performance management owned by HR or management? 


Lack Mathes Pas, they Own Jietw> OW fu ¢- os = 
Shploees set Moonrsidmnt WEESAAE - Musk sPwhydis RO yews 
* Note: A tool to appraise job applicants is included in the Appendix. 
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Can You? 


m Define performance management and describe 
the case for performance management. 


= Define organizational drivers and identify the 
questions to ask when determining the direction 
of the performance management system. 


= Identify and describe the three basic strategies that 
organizations use to gain competitive advantage. 


m= Describe the role of human resources (HR) in 
performance management. 
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Module Quiz 


C. 


Which of the following best describes performance management? 
A. 
B. 


A process focused primarily on the annual performance review 


A strategy that assures organizational success by reinforcing organizational 
expectations with individuals through variations in pay delivery 


A systematic approach for managing individuals and/or groups that involves 
planning, monitoring, appraising, rewarding and improving performance in support 
of the business strategy 


To determine what the organization wants to be, which of the following should be 


examined? 


A. 


Vision 


B. Mission 
C. 
D. Strategy 


Culture 


What business strategy offers products and services that expand performance 


boundaries? 


A. 
B. 
C. 


Operational excellence 
Product/service leadership 


Customer intimacy 


Which of the following is most accurate regarding HR’s role in performance 


management? 


A. 


HR must develop and communicate the business strategy that drives the 
performance management system. 


. HR must design and develop rewards programs that motivate performance 


in the areas most important to employees. 


HR must serve as a strategic partner in accomplishing the desired outcomes 
of the performance management system. 
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Measuring 
Performance 


tenanee 
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Module 2 
Measuring Performance 


Introduction 


The performance management system and its associated processes revolve around 
established performance objectives and measures. Performance expectations must be 
identified, along with the methods by which organizations measure performance against 
those expectations. 


Many factors influence the identification and development of performance objectives and 
measures, including organizational objectives, changing market conditions and the 
individual or group being evaluated. Variables, such as the relative importance of 
different measures and the level of influence that individuals and groups have over those 
measures, create a challenge in identifying meaningful and effective performance 
expectations. 


Module 2 covers the terminology and methodology related to performance measures, 
presenting the information needed to assess an organization’s objectives and develop 
practical and applicable performance measures. 


Objectives 


By the conclusion of this module, you will be able to accomplish the following: 
1. Describe the purpose of measurement. 
2. Identify and describe the different types of measures. 


3. Explain the use of measures to assess performance at the different levels of the 
organization. 


4. Identify mistakes to avoid in measurement. 
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Why Do Organizations 
Measure Performance? 


@ Alignment 
m= Adaptation 


gm Achievement 


Why Do Organizations Measure Performance? 


Why is measurement necessary? Measurement allows an organization to monitor 
progress in its attempt to realize three important goals: 


= Alignment of market opportunity, organizational objectives, business strategy 
and rewards 


= Adaptation to ensure effectiveness in an ever-changing internal and external 
environment 


= Achievement of organizational objectives and business success. 
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WHY DO ORGANIZATIONS MEASURE PERFORMANCE? 


Alignment 


m™ Business strategy with market 
opportunity 


m™ Objectives with business strategy 


m Rewards with objectives 


Alignment 
A common cause of unsatisfactory organizational performance is a lack of alignment. 


= Business strategy should be aligned with market opportunity. Simple, but timely 
measurement of customer wants, needs and preferences could provide an early 
indication that business strategy is out of step with market realities. 


m™ Objectives should be aligned with business strategy. The disciplined weighting 
and measurement of performance concerning al/ important objectives could identify 
the inherent dangers in overemphasizing one element of strategy at the expense of 
another and provide a means to address the imbalance. 


= Rewards should be aligned with objectives. Individuals learn to do what gets 
rewarded, not necessarily what makes the organization successful. 
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WHY DO ORGANIZATIONS MEASURE PERFORMANCE? 


Adaptation 


m™ Time required to convert measurement 
to feedback 


m Frequency of feedback 


= Measurement is a critical success factor: 
@ What is measured? 
@ How often? 


@ What is done with the information? 


Adaptation 


One of the primary purposes of measurement is to adapt performance indicators into 
objective criteria that managers can use to give feedback to their employees. 


= Time required to convert measurement to feedback — The speed with which 
measurement can be converted into feedback is as important as the accuracy of the 
measurement itself. 


= Frequency of feedback — Organizations that can provide employees with daily, 
weekly or even monthly feedback on performance are in a better position to “adjust 
their sails” to prevailing conditions. 


= Measurement is a critical success factor — A critical success factor underlying all 
aspects of the speed of adaptation is measurement: 


@ What is measured? 
@ How often? 


@ What is done with the information? 
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WHY DO ORGANIZATIONS MEASURE PERFORMANCE? 


Achievement 


m Measurement leads to achievement 


Applicable at all levels of the organization 


Rewards linked to behaviors and results 


Key variables for increased performance: 
@ Accurate measures 
# Timely feedback 


@ Effective rewards 


Achievement 


= Measurement leads to achievement — Measurement, if linked effectively to rewards 
and consequences, can lead to higher levels of performance. 


= Applicable at all levels of the organization — This is true at all levels, from the entire 
organization to the business unit to the team to the individual. 


= Rewards linked to behaviors and results — In each case, if rewards are linked 
effectively through measurement to those behaviors and results that contribute to 
success, then success will be greater than it would be without a clear incentive. 


= Key variables for increased performance — The key variables that lead to increased 
performance are accurate measures, timely feedback and effective rewards. 
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How Are Performance 
Objectives Identified? 


m Set direction/define performance 


= Business strategy 
# Operational excellence 
@ Product/service leadership 


# Customer intimacy 


m= Examples of performance objectives 


How Are Performance Objectives Identified? 


What does performance “look” like in your organization? Often performance is initially 
identified within a business strategy (operational excellence, product/service 
leadership, customer intimacy). 


In order to set performance objectives, the organization considers the following 
questions: 


= What direction does the organization want to give its people with regard to performance? 
m= How does the objective support the business strategy? 


= What will we focus on as an indicator of performance? Will the objectives be financial, 
operational or both? 
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How Are Performance Objectives Identified? ...cont’d 


m= Examples of generalized performance objectives that may be identified for different 
business strategies: 


Operational excellence 


Financial Operational 
@ Improve profit @ Increase productivity (process 


@ Increase return on equity/investment improvements, cycle time) 


# Improve results vs. budget # Improve quality of products 
(reduce expenses) @ Increase organizational learning 
@ Increase stock price/market value @ Stabilize growth 


¢ Improve results vs. operating plan 


Product/service leadership 


Financial Operational 
@ Grow market share @ Maintain growth in product 
@ Maintain growth in product/service development 
revenue ¢ Decrease time from innovation to 
market 


@ Improve return on research and 
development investment 


Customer intimacy 


Financial Operational 
@ Improve profit @ Improve customer opinion of 
products/services 


@ Grow/maintain market share 
@ Enhance customer retention 


@ Maintain stability/growth of 
customer base 
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HOW ARE PERFORMANCE OBJECTIVES IDENTIFIED? 


Financial Objectives 


= Common applications 
# Volume, profit 
@ End results 


m Advantages 
@ Demonstrated connection to business results 


@ Stretches employees to their limits 


m Disadvantages 
@ Not the sole indicator of performance 


= Guidelines for use 


Financial Objectives 


All organizations need money to survive. Financial objectives keep employees focused on 
the factors that drive organizational survival. They usually are denominated as currency or 
in the form of a financial ratio. 


= Common applications 
@ Generally comprised of some variation of volume or profit 
# Most useful at the aggregate, end-result level 
Highlight big-dollar categories in profit and loss accounts 


= Advantages 


# Demonstrate to everyone how they (individually and collectively) connect to 
business results 


Set objectives that stretch employees to the limit of their abilities 


= Disadvantages 


May not be as effective as operational objectives in providing interim process 
feedback needed for improvement 


@ May not be effective as the exclusive indicators of performance 
= Guidelines for use 
4 Break down objective into recognizable and measurable pieces 
@ Give everyone some relevant numbers; tie them to critical numbers 


@ Use the financial statements to illustrate what it takes to build a successful 
organization; structure a system that ensures that individuals and groups can 
relate their numbers to the financials 
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HOW ARE PERFORMANCE OBJECTIVES IDENTIFIED? 


Operational Objectives 


= Common applications 


# On-time percentage, percent defective, 
order accuracy, customer satisfaction 


m Advantages — better data for: 

@ Day-to-day improvements 

@ Effectiveness across multiple functions 
m Disadvantages 


@ May not translate into tangible financial gain 


™ Guidelines for use 


Operational Objectives 


Operational objectives allow organizations to evaluate processes and activities that, while 
not directly linked to the financial statements, are essential to organizational success. They 
often transcend organizational boundaries and reflect the extent to which the process adds 
value to the customer. 
= Common applications 
@ Nonfinancial objectives, such as on-time percentage, percent defective or cycle time 
# Other examples include the accuracy of orders, efficiency of delivery or customer 
satisfaction 
= Advantages 


May provide better data for making day-to-day improvements in operations that 
could lead to improvements in the dollar volume of monthly or quarterly sales 


# Can be used to determine effectiveness across multiple functions or processes 
= Disadvantages 


# If not carefully selected, may not translate into any tangible financial gain 


= Guidelines for use 


# Often begin with the organization’s customers and are worked “backward” into 
the organization to identify the key work processes or work flows and associated 
objectives 
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How Do Organizations Measure 
Progress Toward Objectives? 


= Quantitative measures 


@ Precise definition and assessment 


= Qualitative measures 


¢ Greater degree of judgment 


How Do Organizations Measure Progress Toward Objectives? 


The success of the performance management system requires careful identification 
of measures. Measures will check progress toward the organization’s performance 
objectives. Measures fall into two broad categories: quantitative and qualitative. 


= Quantitative measures lend themselves to precise definition and assessment 
(e.g., counting the number of manufactured parts that meet specifications). With 
quantitative measures, there is usually less room for variability of the data. 


= Qualitative measures require a greater degree of judgment. They are useful when 
evaluating certain behaviors and results that require assessment based on observation 
and perception. 
@ Qualitative measures do not have the same definitive and objective characteristics 
as quantitative measures. 
# As measures become more qualitative or subjective, room for interpretation and 
variability increases. 


The reliability of qualitative measures can be increased 


by seeking input from multiple sources. 
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HOW DO ORGANIZATIONS MEASURE PROGRESS? 


Methods of 
Quantitative Measurement 


m@ Direct count 
m Percentages 


# Ratios 


Methods of Quantitative Measurement 


@ Direct count 
@ This is the most tangible and objective form of measurement. 


¢ Direct counts can provide useful feedback to employees, particularly when the 
measures are associated with a baseline level of performance. 


¢ Assuming they are accurate, direct counts provide highly objective, quantitative 
information. 


# Examples — revenue, net income 
m Percentages 
¢@ Percentages reflect the relationship between two sets of related data. 
# Percentages are an appealing measure because they provide information quickly. 
@ Cautions when using percentages: 
= Avoid drawing misleading conclusions 


= Ensure that percentage measures reflect an accurate picture of all relevant 
variables 


# Examples — turnover, return on assets (ROA), return on equity (ROE) 


= Ratios 


@ Ratios are similar to percentages in that they compare one set of direct counts 
to another. However, the two sets of data do not have to be related. 


# Example — Comp-ratio 
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HOW DO ORGANIZATIONS MEASURE PROGRESS? 


Methods of 
Qualitative Measurement 


m@ Anchored rating scale 
m Judgment 


m@ Checklist 


Methods of Qualitative Measurement 


= Anchored rating scale — defines as precisely as possible the characteristics of different 
levels of performance. These definitions serve as criteria — or anchors against which 
observations can be compared and assessed. 


¢ A good anchored rating scale has two key characteristics. 
= Clearly defined dimensions or categories of performance 
= Well-defined anchors or performance levels along the scale 


= Judgment — Judgment is simply the expression of an opinion or perception, usually 
in a holistic or global fashion, without significant detail or rationale required. 
# When anchored rating scales are not feasible, judgment may be used 


@ Judgment is a two-edged sword. It is relatively easy to use because it does not use 
specifically defined criteria, anchors or measures. However, the results of judgment 
are frequently less reliable and accurate than other measures and should be treated 
with caution. 


= Checklist — When anchored rating scales are not feasible and judgment is not specific 
enough, then checklists — a method that combines elements of both — may be appropriate. 


# Checklists offer clarity by providing specifics for behaviors or results. 
They offer simplicity by usually requiring only a yes/no answer. 


The total response can be summarized using the quantitative method of percentages. 


@ The checklist approach can be easy to use. It can increase the clarity of expectations 
and provide feedback for increasing or maintaining performance levels. 


# Checklists are valuable in measuring hard-to-measure dimensions that are more 
qualitative in nature. 
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HOW DO ORGANIZATIONS MEASURE PROGRESS? 


example 


Anchored Rating Scale 


5 --252-: Significantly overachieves 


4 -aee--- Overachieves 


Consistently achieves 
Sometimes achieves 


- Underachieves 


Example — Anchored Rating Scale 


This example attempts to quantify a qualitative measure (customer service ability to 
understand and meet customer needs) by assigning and defining performance levels 


on an anchored rating scale. 


Rating 


2 Significantly 
Overachieves 


4 Overachieves 


3 Consistently 
Achieves 


2 Sometimes 
Achieves 


1 Underachieves 


Customer Service Measure 
Behaviors 


Is a leader in situations that typically frustrate and 
stress others 
Can energize a group when they are tense or upset 


Is a settling influence in a crisis 
Stays calm 


Is calm under pressure 
Does not become defensive or irritated in difficult 
situations 


May not show appropriate emotion 
Behaviors may be easily misinterpreted 
May become easily frustrated 

May be defensive or sensitive to criticism 


Loses cool under pressure and stress 
May say things he/she shouldn't 
Is easily overwhelmed 
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What Do Organizations Measure? 


[ = —ti—‘séSCS 


WHAT? HOW? 
Results Behaviors 


td 


What Do Organizations Measure? 


Organizations identify performance objectives that ultimately measure results and/or 
behaviors. Results measures emphasize what the organization wants to accomplish. 
Behavioral measures emphasize how people go about doing their work. 
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WHAT DO ORGANIZATIONS MEASURE? 


Results eS 
WHAT? HOW? 
Results Behaviors 

When to use: t ] 


m Performance 
close to objectives 


m Employees can have an impact 


= Processes/skills firmly 
established 


Results 
Results should be emphasized in the following situations: 


m= When current performance is close to organizational objectives — If current 
performance is close to organizational objectives, results measures can motivate 
individuals to meet or exceed those objectives. 


m= When employees can have an impact — If employees perceive that their actions will 
have an impact on end results, they are likely to be motivated to influence those results. 


= When work processes and skills are firmly established — If work processes and skills 
are established, they become baseline expectations. At this point, it is more important to 
focus on end results, with the assumption that knowledge, skills and abilities are basic 
expectations. 
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WHAT DO ORGANIZATIONS MEASURE? 


Behaviors ——$—_ 7 
WHAT? HOW? 
Results Behaviors 

When to use: t ees | 


m= Performance far 
from objectives 


m Employees “believe” they can 
have an impact 


m Processes/skills being learned 


Behaviors 


Behavior is the day-to-day activity in which people engage to produce results. The use of 
behavioral measures assumes that when individuals perform their responsibilities correctly, 
it will inevitably lead to positive business results. Behavioral measures should be 
emphasized in the following situations: 


= When current performance is a long way from organizational objectives — 
lf current performance is not likely to achieve organizational objectives in the foreseeable 
future, it may be difficult to motivate individuals toward a goal that seems unattainable. 
In this situation, a behavioral measure can break down performance expectations into 
attainable increments that employees perceive as realistic. 


= When employees “believe” they can have an impact — Employees need to be 
motivated by the belief that their actions can affect results. 


m= When work processes and skills are being learned — To motivate performance on a 
new process or skill, it may be necessary to reward improvement first, even though there 
may not be an immediate payback to the organization. 
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WHAT DO ORGANIZATIONS MEASURE? 


Results vs. Behaviors 
Results Behaviors 
| Measurable | 
Sales Rate Process 
Quality Techniques 
Time Methods 
Cost 
Market 
Share 


Results vs. Behaviors 


Performance objectives must be measurable or observable, and should be based on 
inputs (behaviors) and outputs (results). 


= What is measurable? 
¢ Both behaviors and results 
m= Which is easier to measure? 
@ Results 
= To whom can results be attributed? 
@ Sometimes difficult to determine 
= How do individuals improve performance? 
# Change behavior 
= How can individuals be held accountable? 


@ Give them responsibility 
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How Is Performance 
Measured at Different Levels? 


Strategic Strategic Strategic 
Business Unit/ Business Unit/ Business Unit/ 
Division Division Division 


| individual — 


How Is Performance Measured at Different Levels? 


The performance management challenge is identifying the right levels at which to define, 
measure and reward performance. Each organization approaches this differently, with 
additional differences likely to exist within various parts of an organization. 


The challenge for HR is to ensure a line of sight between organizational performance and 
individual performance. The goal is to extend the line of sight throughout the organization 
to align expectations and strengthen the link between mission, business strategy, 
performance management, work processes and rewards. Although the final decision for 
performance measures usually rests with management, it is up to HR to identify and 
recommend the strategy that is most beneficial. 


The above illustration depicts the various levels at which performance is measured within 
organizations. For example: 


A: Business unit uses a hierarchy measuring performance at all levels. 


B: Business unit measures performance only in terms of team and 
group contribution. 


C: Business unit measures only individual performance. 
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HOW IS PERFORMANCE MEASURED AT DIFFERENT LEVELS? 


Groups vs. Teams 


__. |Insurance company Claims employees dedicated 
Example | Claims department to selected customer(s) 
Smallest organizational unit 


= gp oteevart with mutual accountability 


Organize work and share 
| Organizational decisions by getting as close 
reporting unit as possible to process, 
customers, problems, etc. 


Goal 


Mutual 


Account bility Not required Mandatory 


Groups vs. Teams 


The differences between groups and teams pose a distinct challenge for purposes of 
managing performance. 


Groups are typically represented in the organizational hierarchy and are organized around 
reporting structure (i.e., “departments”). Teams are formed around, or come together over, 
a specific purpose, such as a project or initiative. Therefore, teams share the same set of 
performance goals, for which they are held mutually accountable, even though team 
members may represent functions across an organization. 


Why is it important to differentiate groups from teams? 
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HOW IS PERFORMANCE MEASURED AT DIFFERENT LEVELS? 


Line of Sight 


Organizational 
Performance 


Team/ Group Performance 


Individual 
Performance 


Line of Sight 


Line of sight refers to the ability to influence or control the desired results at the local level. 
When selecting performance measures below the organizationwide level, it is important to 
consider the line of sight between the individual/group and the performance measure. A 
performance objective is attainable and relevant only when the individual/group has a clear 
line of sight to the measure. 
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HOW IS PERFORMANCE MEASURED AT DIFFERENT LEVELS? 


Measuring Team Performance 


= Collective measures 
# Output 


# Objective/goal achievement 


# Individual measures 
@ Participation 
¢ Contribution 


Measuring Team Performance 
Team performance can be measured collectively or individually. 


= Collective measures (examples) 
¢ Output — products (process team), reports (committee, task force), 
new product design (project team) 
# Objective/goal achievement — process reengineered (project team), reduction in 
accidents (safety committee) 
= Individual measures — These are a performance management issue with the added 
problem of measuring contribution to the team, whether the employee participates full- 
time or part-time. 
¢ Participation — attendance and involvement (committee) 
¢ Contribution — commitment of time, energy and ideas (task force, project team, 
committee) 


= Contribution can be either subjective or objective as determined by the team 
leader or team member feedback. 
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The Balanced Scorecard ™ 


Rewards __ . Goal 

rr — = Measure 
« Target 

I « Initiatives 


Goal Goal 
Measure 
Target 


Initiatives 


Operational excellence 
Product leadership 
Customer intimacy 


Measure 
Target 
Initiatives 


Goal 


Measure 
Target 
Initiatives 


The Balanced Scorecard™ 


The Balanced Scorecard™ is an approach to measuring performance that 
incorporates both operational/behavior-based measures and financial/results-based 
measures. For each scorecard item, the following should be quantified and qualified: 


= Goal — a general statement or term 
Example: sales revenue 


m Measure — how the objective is measured 
Example: sales after returns, workforce mind set 


m™ Targets — the levels of performance expected 
Example: 5 million units 


& Initiatives — what will be done to achieve the target 
Example: advertising campaign, add more sales staff, etc. 


A company example illustrating a balanced scorecard approach can be found in the Appendix. 


Adapted from The Balanced Scorecard by Robert S. Kaplan and David P. Norton, Harvard Business 
School Press, 1996. 
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Mistakes to Avoid in Measurement 


m Too many things 
m@ Only results 
m Only one function 


m Focusing more on functions than 
processes 


Mistakes to Avoid in Measurement 


= Measuring too many things 
¢@ Avoid putting measures in place for too many variables. It is better to focus on 
no more than the three to five most critical areas of performance. 
= Measuring only results 
@ Focusing only on results is effective when the behavior and efforts of employees 
are closely linked with results. 


# Sometimes it is effective to focus on both the how and the what. Help employees 
establish measures for everyday operational performance linked to long-term, 
desirable results. 


= Measuring only one function 
# The inclination to measure work and results from a functional perspective 
maximizes performance in one area without regard to the overall outcome. 
= Focusing more on functions than processes 


@ An advantage of process measures is that they can be used to determine 
effectiveness across multiple functions or processes. Focusing on limited 
measurement of functions can result in one organizational unit performing 
well at the expense of other units, or some individuals performing well at the 
expense of others. 
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Mistakes to Avoid 
in Measurement ...cont’d 


m Measuring only easy things 
m Measuring only financial data 


m Assuming people don’t want to be 
measured 


Mistakes to Avoid in Measurement ...cont’d 


m= Measuring only easy things 


# This often is the result of relying on existing information systems that produce 
data in a particular format on particular variables. The available measures may 
have no relevance to the performer's line of sight. 


@ Use measures they can relate to and influence. 


= Measuring only financial data 
¢ Financial measures are often not effective in providing interim process feedback 
for improvement. 
= Assuming people don’t want to be measured 


# The term measurement may result in a negative response from employees, and, 
therefore, the assumption that employees don’t want to be measured. The reality 
is that many employees welcome the feedback when it is derived from a valid 
form of measurement. 
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~ Can You? 


m™ Describe the purpose of measurement. 


m Identify and describe the different types 
of measures. 


m Explain the use of measures to assess 
performance at the different levels of the 
organization. 


m Identify mistakes to avoid in measurement. 
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Module Quiz 


What are the three purposes of measurement? 
A. 
B. 
C. 


Alignment, adaptation and achievement 
Attainment, analysis and accomplishment 


Assistance, applicability and appropriation 


“Improve return on investment” is an example of what type of performance objective? 
A. 
B. 
C. 


Financial 
Operational 


Qualitative 


Which of the following statements is more applicable to a group than to a team? 
A. 


It is generally included on the organizational chart. 


B. It is the smallest organizational unit with mutual accountability. 
C. 
D 


. It is typically represented across the organization. 


It is organized around processes. 


Which of the following best describes a mistake to avoid in measurement? 


A. 


Measuring only competencies, behaviors and results 


B. Assuming people don’t want to be measured 
C. 
D 


. Focusing more on processes than competencies 


Measuring only relevant functions of a particular job 
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Individual Performance 
and the Performance 


Appraisal 
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Module 3 


Individual Performance 
and the Performance Appraisal 


Introduction 


A key determinant of an organization’s long-term success is the collective effort of its 
employees. Employee performance and motivation are the fuels that keep the 
organization’s products and services running smoothly. 


Although it is important to evaluate overall organizational performance, it can be difficult to 
pinpoint the employee factors that affect performance without evaluating employees 
individually. And yet, managers/supervisors often cite the performance appraisal, the most 
common approach for evaluating individual performance, as one of their most disliked 
tasks. Likewise, for many employees, the performance appraisal is not much more than a 
necessary prerequisite to the annual merit adjustment or incentive plan payout. 


Over the years, much has been written/theorized on the topic of individual performance 
management and best practices. Module 3 will sort through the theories and approaches 
and break down individual performance management into its core components. HR will 
need to assess these components to create the tools and processes needed to manage 
individual performance. 


Objectives 


By the conclusion of this module, you will be able to accomplish the following: 


1. Identify and describe the objectives and drawbacks of performance appraisals and 
general guidelines for appraisal design. 


Identify potential rating scales and sources of evaluation for the performance appraisal. 
Explain the use of multirater assessment. SoM 


Define results and describe the use of results as an evaluation approach. 


Ce RN 


Define competencies and describe the use of competencies as an evaluation 
approach. 


6. Identify issues associated with performance appraisals and tactics that may be used to 
improve performance appraisals. 
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Performance by Individuals — 
A Behavioral Model 


Able to do “it” 


Wants to do “it” Knows what “it” is 


Motivation —e 
= Effort 
= Direction 


Were 
consequences pre 
worth the effort? At wed soo Tk 


— Consequences 


@ Real 
@ Perceived 


——- Performance 
= Behavior 
@ Results 


Performance by Individuals — A Behavioral Model 
Individual performance depends on and can be motivated by a number of factors: 


= Knowledge, skills and abilities — able to do “it”— relates to the employee's ability to 
perform the task/responsibility to be measured 


= Performance — knowing what “it” is — concerns the employee’s understanding of the 
performance behavior/results that will be measured 


= Culture/structure — allowed to do “it” — relates to the employee’s real or perceived ability 
to affect change or improve a given measure 


m Were the consequences worth the effort? — in other words, were the results achieved, 
or the incentive earned, worth the effort put into it? 


= Motivation — wants to do ‘it’ — if the results were worth the effort, the employee will be 
motivated to continue at the same or higher level of performance. 


Are all of these prerequisites present in your organization? 
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The Performance Appraisal 


Provide focus and alignment 
Provide performance feedback 


Document performance 


= 
a 
= 
m= Improve performance 
m Develop employees 
| 


Link performance to rewards 


The Performance Appraisal 


Organizations most commonly evaluate performance by using a performance appraisal. 
Although it should not be the sole component of the performance management system, 
the performance appraisal is often the focal point. The purpose of the performance 
appraisal is to: 


m= Provide focus and alignment 
# Focus employees on areas of importance; establish clear expectations 
¢ Align individual roles and responsibilities with business strategy 


Provide performance feedback 
Clearly communicate performance feedback to individuals; evaluate both work 
behaviors and results 
= Document performance 
@ Help to ensure legal defensibility of performance management efforts by creating 
a “paper trail” 
= Improve performance 


@ Positively influence overall organizational performance by improving individuals’ 
performance 


Develop employees 
¢ Identify training needs 
Facilitate career planning; assist with promotional decisions 


Link performance to rewards 
# Provide a link to compensation and other HR processes 
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THE PERFORMANCE APPRAISAL 


Common Complaints 


m Unclear expectations 
m Mixed messages 

m Sugarcoating _ < p AS es 
@ Administration 
m™ Coaching 
= 


Subjectivity 


Common Complaints 


The performance appraisal is the subject of many expectations as an important tool in the process of 
managing performance. It also is subject to criticisms that it doesn’t always meet these expectations 
well. Some of the common complaints about the performance appraisal include the following: 


= Unclear expectations — Goals that are set at the beginning of the appraisal period can change. If 
this is not taken into account the appraisal will not be effective as a tool to measure and document 
success in meeting actual expectations at the end of the appraisal period. 


m= Mixed messages — Appraisals often measure many things that are important including goals and 
objectives, competencies and behaviors, as well as training and development opportunities. When 
an appraisal includes too many messages it can be difficult to focus and prioritize key messages. 


m= Sugarcoating — It is hard to communicate tough messages. The appraisal document can further 
complicate this because the rating, the written appraisal documentation and the verbal delivery of 
the message all need to be aligned. Often they are not and the employee will hear what they want 
to hear. 


= Surprises — Many performance management programs emphasize the importance of making it a 
“living process” where on-going dialogue is an element of success in keeping employees and 
managers up-to-date on what is expected and how well expectations are being met. When this is 
not the case surprises are the inevitable result and performance as well as credibility suffers. 


= Administration — Managing performance requires substantial investment of an organization’s 
resources. As important as this investment is it can sometimes appear to managers that the time 
and energy required to complete the process is not worth it. 


= Coaching — The appraisal is about much more than just measuring performance. It should really 
be focused on helping employees reach their goals and their potential. Managers are often not 
trained to be effective as coaches or simply do not take the time to focus on this critical role. 


= Subjectivity — Appraising performance is difficult to reduce to quantifiable, objective ratings and 
measurements. The art of appraising performance is in finding the right balance between objective 
observation and the subjective art of motivation. 
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THE PERFORMANCE APPRAISAL 


Performance Appraisal 
Design Considerations 


m= Use multiple sources to design the tool 


Reduce complexity 


Measure both achievement and efforts 


= 
= 
m Standardize performance criteria 
m Ensure utilization 

| 


Include process for appeals 


Performance Appraisal Design Considerations 
The following are guidelines for designing or redesigning performance appraisals. 


= Use multiple data/input sources — Companies may involve employees and other 
stakeholders in the design process.* 


m Reduce complexity — Keep it simple and whenever possible, Web-enable the appraisal 
tool.t 


= Measure both the achievement of results and how they are achieved — Although the 
bottom line may be the ultimate goal, a performance appraisal tool that measures efforts 
toward achieving that goal may identify flaws in the system, particularly if the efforts were 
present and the results weren't achieved. It also demonstrates a willingness on the part 
of the organization to reward employees for taking risks. 


m= Standardize performance criteria — Create appraisals that are flexible enough to be 
applied to individual business units; adapt to specific goals and development needs; 
standardize language so that performance in similar jobs throughout the organization 
can be compared. 

@ It is acceptable to use different appraisal forms as long as there is synergy between 
the different criteria and performance measures. 

m Devise a system to ensure that everyone uses the tool — The performance appraisal 
will not work if it is not used. Communicate expectations and accountability to users and 
develop a system for ensuring timely and complete submissions of documents. 


= Include a formalized process for: 
@ Appeals 
¢ Investigating situational limitations 


* Caution — Involving employee teams in program design may have legal implications (see the Electromation 
case in the Appendix). 


+ Asample of a Web-enabled appraisal form can be found in the Appendix. 
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THE PERFORMANCE APPRAISAL 


Performance Appraisal 
Design Considerations ...cont'd 


m Desired timing 
@ Event-driven 


@ Periodic/scheduled 


m Budgeting 


Performance Appraisal Design Considerations ...cont’d 
Additional considerations related to performance appraisals: 


= Determine desired timing 

@ Event-driven 
= Based on business cycle 
= Based on project work 
= Based on critical incidents 

@ Periodic/scheduled 
= Quarterly 
= Semiannual 
= Annual (focal point) — same time every year for all employees 
= Annual (anniversary date) — staggered timing based on employee date of hire 


= Budgeting — the link of performance to rewards should also be incorporated between 
the performance appraisal and salary increase budget 
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THE PERFORMANCE APPRAISAL 


Components of Performance Appraisals 


General administrative information 
Performance appraisal section 


Summary rating section 


Objective setting and performance 
development plan 


Comment section 


m Signature section 


Components of Performance Appraisals 


Performance appraisals will vary from one organization to another. Additionally, an 
organization may utilize more than one performance appraisal, depending on its needs. 
The following is a list of common components found in performance appraisals: 


= General administrative information — employee name, department, job title, appraisal 
period, length in position, etc. 


= Performance appraisal section(s) — the main body of the appraisal 
@ May be subdivided by evaluation approach (i.e., competencies, results) 
@ Includes explanation of objectives and measures 
@ Includes system for evaluating performance (rating scale) 


= Summary rating selection — may include a cumulative final rating for the overall 
appraisal, summarizing the ratings throughout the appraisal 


m Objective setting and performance development plan — may include a section that 
articulates objectives for next year and a development plan to address issues identified 
in the appraisal 


= Comment section 
@ Evaluator/supervisor comments 
@ Employee comments 


m Signature section — space for supervisor and employee to sign and date 
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THE PERFORMANCE APPRAISAL 
Example of Appraisal Components 


Annual Performance Review 


Please complete all parts of this Review form: 

1. Performance review 

2. Demonstration of company values 

3. Performance objectives for the next review period 7/1/XX — 6/30/XX 
4. Development plan for the next review period 


General Administrative Information 


{ 
| Name: | Reviewer: | 
I es Sei a 20 = ae 
Email Name: | Dept. Name: | 
Title: Date: 


Employee ID#: 


Summarize your performance against each objective considering WHAT you have achieved and HOW you have achieved it. 
Objectives and results should include the following: 

» Key areas for all employees: achieving goals and business metrics, customer satisfaction, functional/technical knowledge and skills 
» Additional key areas for managers and leaders: managing and developing others, setting business strategy, driving business 


Results 


Summary Ratings 


Employee’s People Management Rating: 0.0 | Reviewer’s People Management Rating: 0.0 | 
(Only applicable if employee is a manager) (Only applicable if employee is a manager) 
Employee’s Overall Rating: 0.0 Reviewer’s Overall Rating: 0.0 
Rating Scale 
20XX Standard Review Form 4. 
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Part 2: Demonstration of Company Values 


Identify which 1 or 2 value(s) you are strongest at demonstrating in your job and which 1 or 2 values you need to develop. 
» Provide behavioral examples of each value identified, and discuss with your manager. The Values Self-Assessment Tool is available to 
assist you. 


Value(s} needing development 


Part 3: Performance Objectives for the next review period 


Define your performance objectives for the next review period. Objectives should include the following: 
& 


Key areas for all employees: achieving goals and business metrics, improving functional/technical knowledge and skills, and increasing 
customer satisfaction. (Please click here for specific customer satisfaction/quality objectives for your role) 


» Additional key areas for managers and leaders: managing and developing others, setting business strategy, driving business 
performance 


Part 4: Performance Development Plan for the next review period 
Based on your objectives for the next review period, propose self-development activities and determine how these activities fit 
into your long-term career development objectives. 
» Consider activities to support needs identified in Part 2 (Demonstration of Company Values). 


» Consider the development philosophy which includes on-the-job-experiences; mentoring, coaching, feedback; formal training 
Reviewer and employee, edit this section to create a development plan. 


Development Plan for the next review period 


Signatures Resources/Help 


20XX Standard Review Form 
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THE PERFORMANCE APPRAISAL 


Inputs for Evaluating Performance 


First-level supervisor 


Self appraisal 
Second-level supervisor 
Other managers 


Subordinates less 


Peers pl SO" 7 
\(& 


4 


Professionals 


le NOOR wR o 


Customers 


Inputs for Evaluating Performance 


When determining the desired source of information for evaluation, ask the following 
questions: 


m= Which sources of evaluation feedback are appropriate? 
m= How many are appropriate? 


m= What is the minimum number of inputs necessary to truly understand performance? 


Which sources of information for evaluating 


performance are used in your company? 
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THE PERFORMANCE APPRAISAL 


Multirater Assessment / 360° Feedback 


= Definition First-Level Second-Level 
Supervisor Supervisor 
m Features 
; Customers ————® e—— Peers 
= Benefits 
m@ Application Subordinates Professionals 


Multirater Assessment/360° Feedback 


An alternative for collecting performance data is multirater assessment. A well-known 
multirater assessment approach is 360° feedback. 


= Definition — Multirater assessment assesses employee performance from several 
perspectives (e.g., peers, customers, supervisors, subordinates). 


= Features 
@ Supplement to supervisor review; should not replace it 


Integrates multirater feedback on competencies and behaviors with supervisor 
evaluation of outcomes/results 


= Benefits 
@ Employees view as fair, accurate, credible 
# More effective in motivating performance than supervisor-only assessment 
# Creates accountability and service to many stakeholders 
= Application 
@ Public and private sector organizations 
@ Appropriate when aligned with organizational culture 
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THE PERFORMANCE APPRAISAL 


Multirater/ 360° Feedback 


m Advantages 


m Disadvantages 


Multirater/360° Feedback 


m= Advantages 


@ Fair Less rating inflation; less adverse impact; more viewpoints 
# Accurate Less individual rater bias and more balanced views 

@ Credible Broader-based views from peers and customers 

¢ Motivational Peer pressure to attain team recognition 


= Disadvantages 
# Time requirements 
@ Legal implications 
@ Lack of direct feedback (due to anonymity) 
Limited rater interactions with employee (affects reliability) 
@ Rater bias (peers) 


What advantages and disadvantages have you encountered? 
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THE PERFORMANCE APPRAISAL 


Rating Scales 


Numerical 
Descriptive 


Narrative 


® 
= 

= 

m= Graphic 
m= Behaviorally-anchored 
= 


Mixed 


Rating Scales 


Most performance appraisals use some type of rating scale. The selection of an 
appropriate rating scale depends on the organization’s needs and preferences 
regarding measurement tools. The following are examples of different rating scales: 


= Numerical — 1-2-3-4-5-6-7-etc. 
= Descriptive — meets expectations, exceeds expectations 


m Narrative — “Better than some but not as good as others.” 


= Graphic 
Unacceptable Meets Expectations Outstanding 


= Behaviorally-anchored 


Superior performance — well above average 
Leaps tall buildings in a single bound 


Exceed expectations 
Leaps medium-sized buildings in two bounds 


Meets expectations 
Able to climb stairs in a three-story building 


oes PD eee ee 


Below expectations 
Cuts through lobby of buildings 


m™ Mixed — Many formats combine elements of all of the above. 
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THE PERFORMANCE APPRAISAL 


Selecting Rating Scales 


™ Quantitative 
@ Numerical 
= Number of levels 
= Even/odd 


# Qualitative 


¢ Descriptive, narrative, graphic, behaviorally- 
anchored 


¢ Design options — absolute vs. frequency 
of performance 


Selecting Rating Scales 


Rating scales quantify performance on different measures. The selection of an 
appropriate rating scale depends on the performance that is being measured. 


= Quantitative 
@ Numerical — Numerical rating scales are sometimes appropriate for quantitative 
measures. 

= Number of levels — The number of levels used (typically three to seven) 
depends on the need or ability to make fine distinctions between levels of 
performance.” 

= Even or odd — An even number of levels avoids the tendency of raters to rate 
toward the center of the scale.* 


= Qualitative — Qualitative measures involving more subjectivity may use a variety of 
different scales. 
¢ Alternatives — descriptive, narrative, graphic, behaviorally-anchored 
@ Design options 
= Absolute — Any of the above alternatives can describe absolute performance 
by using phrases such as “meets expectations,” “exceeds expectations,” etc. 


= Frequency — In some cases, the company may want to focus on the 
frequency of performance rather than absolutes (e.g., inconsistently meets 
expectations, consistently meets expectations). 


Ask 
Mort legally Abas bo 


* Note: These design considerations may also apply to qualitative scales. 
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Evaluation Approaches 


@ Results — “what” 


@ Behaviors — “how 


# Competencies 
= Organizational 
m Job 


@ Behavioral 


Evaluation Approaches 


Individual performance may be evaluated by examining results or competencies. 

The performance appraisal tool typically will use some combination of these, depending 

upon the objectives of the organization. The following pages will present the different 

approaches and their applications. 

= Results — “what”; what people accomplish 

= Behaviors — “how’; how behaviors manifest themselves 

¢ Competencies akin SIV) 

= Organizational competencies — core competencies for the organization p 
= Job competencies — relates competencies specifically to job duties 


= Behavioral competencies — segmenting competencies into observable job 
behaviors 
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EVALUATION APPROACHES 


Results 


™ Focuses on what the individual 
accomplishes 


= Methods of appraisal 
@ Work planning and review (WPR) 


# Management by objectives (MBO) 


Results 


An evaluation approach that focuses on results should provide the most direct link 
between individual performance and organizational performance. 


= Focuses on what the individual accomplishes — A results-based approach focuses 
specifically on individual outcomes that support organizational objectives. 
= Methods of appraisal 
@ Work planning and review (WPR) 
# Management by objectives (MBO) 


How does your organization define results? 


Are expected results clear to employees? 
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EVALUATION APPROACHES — RESULTS 


WPR Example — Performance Plan 
Format for Sales Manager 


= Performance dimension 
= Weight 


m Objectives 


WPR Example — Performance Plan Format for Sales Manager 


In the example below, the performance appraisal is assessing behavior and results related 
to specific performance dimensions or areas of accountability. 


Performance Dimension Performance Objectives 


Attain budget each quarter balanced by product 
line; report variance and take corrective actions. 
Conduct staff communications meetings quarterly. 


1. Manage revenue sales 


Select correct mix of experience, fill open 
positions within 60 days. Maintain turnover 
below 20%. 


2. Staff sales organization 


Provide ongoing professional sales training 
program; conduct joint sales calls with first-year 
hires; coach and evaluate performance after call. 


3. Train sales staff 


Review and approve budget. Manage controllable 
marketing expenses. Report on quality and 
customer issues. 


4. Administration of sales 


Support marketing team at new product 
introductions. Manage schedule of new product 
account start-ups. 


5. Develop new accounts 
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EVALUATION APPROACHES — RESULTS 


Management by Objectives (MBO) 


m Purpose 
# Establish accountability 


= Common features 
@ Objectives 


@ Performance objectives and measures 


m Steps 


Management by Objectives (MBO) 


One of the most common results-based evaluation approaches is management 
by objectives. MBO is often used for incentive plans and is sometimes used for 
performance management for selected jobs. 


= Purpose — establish accountability for outcomes 


= Common features 


4 
4 


Objectives are negotiated jointly, achieved by individuals 


Performance objectives and measures identified jointly or identified only by 
management 


m Steps 


4 


“et ete oe oe Oo 


Identify long-term goals and strategies 

Identify organizational objectives 

Translate organizational objectives into departmental or unit objectives 
Identify individual objectives 

Create plans to achieve objectives 

Implement the plan 

Evaluate, review and repeat 


Reprinted with permission, AMACOM, American Management Association, © 1996. The Complete Guide 
to Performance Appraisal by Dick Grote. 
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EVALUATION APPROACHES — RESULTS 


Example — Management by Objectives (MBO) 
Job Title: HR Director 


Example — Management by Objectives (MBO) 


In the example below, the HR director is held accountable for performance against specified 
targets or objectives. The result or actual figure will be weighted and rated according to 
some predetermined criteria. The objectives and weightings for the year are as follows: 


Objectives foi the year 


Reduce current average recruitment time from 25 days to 18 days 


Lower average cost per hire from current 24,000 to 18,000 


Improve performance of new hires at end of probationary period 
from 2.7 to 3.0 


Reduce current average absentee days from seven to four 


Develop and implement new annual incentive plan for all managers 
not in the executive compensation plan by end of fiscal year 


For purposes of this example, a rating criteria for objective number 1 is provided below. 


Results/Outcome Desired: Recruitment of qualified staff 


Objective: Reduce current average recruitment time from 25 days to 18 days 
Measure: Recruitment time per hire (days) 
Present 25 Target 18 Actual 20 Rating 2 


Weight 10% 


Maximum 


Threshold 


Actual = 20 days = 2 rating 
10ptsx2 = 20 


Note: Other rating scales would be created for each objective (not shown). 
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EVALUATION APPROACHES — RESULTS 


Example — Management by Objectives (MBO) 
Job Title: HR Director 


The managers’ actual performance on all five objectives will be quantified, rated according 
to a selected scale/method, and then multiplied by the objective’s weighting to arrive at a 
final performance number (as shown below). The overall rating will be compared against a 
pay delivery matrix or other criteria for reward determination. 


Results/Outcome Desired: Recruitment of qualified staff 


Objective: Reduce current average of 25 days to recruit candidates to 18 days 
Measure: Recruitment time per hire (days) 
Present 25 Target 18 Actual 20 Rating 2 


Objective: Lower average cost per hire from current 24,000 to 18,000 
Measure: Expenses associated with recruitment time to hire 
Present 24,000 Target 18,000 Actual 28,000 Rating 0 


Objective: Improve performance of new hires at end of probationary period from 2.7 to 3.0... 20% 


Measure: Performance during probationary period (avg. rating) 
Present 2.7 Target 3.0 Actual 2.8 Rating 4.5 


Objective: Reduce current average absentee days from seven to four 
Measure: Days lost 
Present 7 Target 4 Actual 4 


Objective: Develop and implement new annual incentive plan for all managers not in 
the executive compensation plan by end of fiscal year 


Measure: Complete/incomplete 
Present N/A Target Dec. 31,20XX Actual Complete 


Overall Rating —_- 2.75 


* Formula: weight multiplied by rating and added (10% x 2) + (15% x 0) + (20% x 4.5) + (25% x 3) + (30% x 3) = 2.75 
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EVALUATION APPROACHES — RESULTS 


Results and Business Strategy 


Expenses Time to market Customer 


Revenue/sales Market share satisfaction ratings 


Net income/profit Product life cycle turd party: fatings 


Operating income 


Results and Business Strategy 


The above table lists examples of results that may be assessed under different 
business strategies. 
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EVALUATION APPROACHES — RESULTS 


Advantages and Disadvantages 
of Results-based Approaches 


Advantages Disadvantages 
@ Tied to company’s strategy and ™ Can focus on annual results — 
cascaded to all employees ignores routine aspects of job 
@ = Individual-specific m Frequently compromised by 
@ Goal centered — stretch effort changing circumstances 
= Supports achievement a Time-consuming to develop and 
1 ; ; maintain 
@ Facilitates employee/supervisor are 
Sominunication @ Goals unrealistic 
= Future-oriented @ Potential employee loss 
™ Clear how performance will be @ At odds with company objectives 
measured @ Meeting goals may be dependent 
at { | on others | 
[aa ly ARS Le ™ Must be consistent with culture or | 
. ? | management skills 
@ Nodirection on performance 
improvement 


Advantages and Disadvantages of Results-based Approaches 


The work planning and review approach tends to focus more on task completion. It is less 
likely to challenge employees than the MBO approach. 


Management by objectives is a sound, job-specific and legally defensible system of 
performance appraisal. Although there are some disadvantages, it can be a viable system 

if properly implemented and managed. One of the main advantages is that performance can 
be tied to the organization’s strategy. MBO typically is used for management employees. 
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EVALUATION APPROACHES 


Competencies 


m@ Definition 
= Individual vs. organization 


m@ Link to strategy 


Competencies 

Traditionally, competencies have been used to assess individual performance that drives 

organizational performance. However, the definition of competencies varies in practical use. 

Competencies (as defined by different organizations) can include knowledge, skills or 

abilities. Behavior descriptors can be used to describe competencies. 

= Definition — Competencies are common factors that enable (and predict) performance, 
contributing to organizational success. The formal definition of a competency-based 
approach is that it focuses on what individuals are “capable” of doing. 

= Individual versus organization — Individual competencies are sometimes confused 


with the organization’s core competencies. Individual competencies may or may not be 
unique to the job or job family. Core competencies are applicable to all employees of the 


organization. 
= Link to strategy — Individual competencies should be linked to the business strategy. 


GR5 @ 3.25 


© WorldatWork. All rights reserved. 


EVALUATION APPROACHES — COMPETENCIES 


The Iceberg Model of Competencies 


/ (Knowledge : 
Information that a person 
has in a particular area 


Skills 
Behavioral demonstration of expertise 


Abilities 
Preset competence 


——r—OCMti 
___ Recurrent thoughts that drive behavior 


The Iceberg Model of Competencies 


The iceberg model shows knowledge and skills tend to be visible and more easily 
identifiable — while other competencies such as self concepts/traits, motives — are more 
difficult to identify and develop. 


When competency models are developed, it is critical to not only identify the competency 
but also to define or express it in behavioral terms. Organizations generally do not use traits 
as competencies for purposes of legal defensibility. 
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EVALUATION APPROACHES — COMPETENCIES 


Profiling Competencies 


Jobs 


Competencies 


Profiling Competencies 


When using a competency-based approach, it is necessary to identify the particular 
competencies required for each job. The above illustrates a simple matrix for determining 
these relationships. 

Based on this analysis, a decision will need to be made regarding the competencies to be 
assessed on the performance appraisal(s). Will the organization assess only those 
competencies common across job families covered by the appraisal or will the organization 
access the competencies specific to a particular job or job family? The answer will differ, 
depending on the organization. 


The outcome of this analysis and the decisions that follow can result in a “competency 
model” specific to the organization. 


An example of a competency matrix for a job family can be found in the Appendix. 


GR5 # 3.27 


© WorldatWork. All rights reserved. 


EVALUATION APPROACHES — COMPETENCIES 


Competency Examples 


m Knowledge 
@ Skills 
m@ Abilities 


Competency Examples 


The performance appraisal on the following page assesses a variety of competencies. 
Note that certain competencies (e.g., interpersonal skills) may be categorized as skills or 
abilities. The use of competencies addresses this ambiguity by simply including all desired 
attributes of a particular job under the broad label of competencies. When used within the 
performance appraisal, competencies are identified, defined (if applicable) and then rated 
according to the selected rating scale. 
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EVALUATION APPROACHES — COMPETENCIES 


Example — Competency-Based 


Nonexempt Employee Appraisal 


Factors Definition 


Understands the essential 


pObAnOM edie functions of the job 


Knowledge 


Effectiveness in relating in an 
Interpersonal appropriate and productive 
skills manner to subordinates, 
associates, superiors and others 


Supervisory 
skills 
(if applicable) 


Planning and direction of the work 
of others 


Judgment Sound reasoning and logic used 
(if applicable) in making decisions 


Effectiveness in thinking through a 
Analytical problem; in recognizing, securing 

Ability and evaluating relevant facts; and 
in reaching a sound conclusion 


Ability to work constructively with 


Teamwork 
other team members 
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EVALUATION APPROACHES — COMPETENCIES 


Example — Competencies for 
Professional/Managerial Positions 


Exempt Employee Appraisal 


Definition 


Factors 


| Organizational Continually aware of the strategic 
awareness practices of the organization 


Strong command of concepts in 
the field. Seeks continuing 
education to remain current. 


Technical 
expertise 


Customer Interacts with internal and external 
service customers in a manner that 
orientation facilitates positive solutions. 


Handles issues and challenges 


DIRSeINeneS: directly and constructively. 


Makes decisions that consider 
financial and operational impact to 
the business. 


Business 
orientation 


Systematic reasoning process that 
considers all practical aspects of a 
decision. 


Analytical 
thinking 


Ability to provide coaching and 
mentoring support to maximize the 
performance of others. 


Developing 
others 
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EVALUATION APPROACHES — COMPETENCIES 


Competencies and Business Strategy 


Teamwork Innovation Customer 
identification 


Business orientation Technical expertise Problem solving 


Analytical training Creative thinking Customer service 
orientation 


Judgment 
Interpersonal skills 


Competencies and Business Strategy 


The above table lists examples of competencies that may be addressed under different 
business strategies. 
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EVALUATION APPROACHES — COMPETENCIES 


Advantages and Disadvantages of 
Competency-Based Approaches 


= Aligned with business 
strategy 


m= Uniform appraisal | 
factors 


m Identifies shortcomings 


Advantages Disadvantages 


Appraises person — not 
person’s performance 


Not easy to identify 
factors 


Not tied to specific duties 
Difficult to rate 
Difficult to document 


May be difficult to defend 
legally 


Advantages and Disadvantages of Competency-Based Approaches 


The above advantages and disadvantages are based on the use of competencies 


in the purest sense. 
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EVALUATION APPROACHES 


Behavioral Descriptors 


™ Focus on what the individual does 


m Examples 
¢ Behavioral competencies 
@ Performance factors 


@ Critical incidents 


Behavioral Descriptors 


Using behavioral descriptors to assess individual performance provides a current and 
relevant indication of an individual’s job performance. 


= Focus on what the individual does — A behavioral descriptor focuses specifically on 
“what” individuals are doing to contribute to the organization and “how” they do it. 


= Examples 

¢ Behavioral competencies — utilize behavioral descriptors with a defined 
competency. 

¢ Performance factors — To assess behavior, organizations may identify 
performance factors and then define a behavioral-anchored rating scale for 
evaluating performance. 

¢ Critical incidents — Alternatively or in combination with the above, the appraisal 
may cite critical incidents as examples of the behavior being evaluated; critical 
incidents are most effective for providing interim coaching and feedback during the 
performance period. 
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EVALUATION APPROACHES — BEHAVIORAL DESCRIPTORS 


Behavioral Competencies 


m Team building 
@ Definition 


@ Behavioral descriptors 


m Leadership 
¢ Definition 


@ Behavioral descriptors 


Behavioral Competencies 


When using behavioral competencies, it is important to clearly define and explain them. 
This involves naming the competency, defining it and attaching a list of behavioral 
descriptors or indicators that describe ongoing behaviors that demonstrate the competency. 
The following are examples of behavioral competencies and their associated definitions 
and descriptors. 


Examples: 
= Team building 


¢ Definition — ability to foster a positive and collaborative approach to problem- 
solving and act as a leader and enabler for groups of individuals working in teams 


¢ Behavioral descriptors 
= Encourages two-way communication between team members 
= Recognizes team members for their efforts 


= Provides support, expertise and knowledge for the team objective and for 
individual members 


= Leadership 


¢ Definition — ability to appropriately delegate authority while maintaining personal 
responsibility; ability to successfully coach, develop and mentor others 


¢ Behavioral descriptors 
= Assigns duties and responsibilities with consideration of individuals’ skills and 
abilities 
= Provides the needed support to turn learning opportunities into professional 
development 
= Encourages feedback and practices active listening skills 
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EVALUATION APPROACHES — BEHAVIORAL DESCRIPTORS 


Performance Factors 


m™ Measure individual behavior 
m Rating scale 


m Weighting 


Performance Factors 


Performance factors evaluate performance on selected competencies over the 
measurement period. 


= Measure individual behavior — This approach measures individual behavior related to 
specific performance factors that are important to the job and/or the organization. 


= Rating scale — Performance often is measured using a behaviorally-anchored ratings 
scale. It is possible to have a performance factor that is not behaviorally anchored. 


= Weighting — Performance factors may be weighted according to their importance. 
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EVALUATION APPROACHES — BEHAVIORAL DESCRIPTORS 


Performance Factors 


m Job: Programmer Analyst 


m Performance factor: organizing 
and planning 


m Rating scale: behaviorally-anchored 


Example — Performance Factors 
The example below shows how one performance factor could be addressed on an appraisal form. 


Job title: Programmer Analyst 


Performance factor: Effectively establishes objectives for what is to be achieved, 
communicates objectives with team members, identifies resource requirements, assigns 
responsibility, expectations and deadlines for specific work, and monitors progress to 
ensure objectives are achieved. 


Weight: 30% (1 of 5 factors on appraisal) 


Behavioral Anchored 

Rating Scale 
Generates effective plans requiring at least a year of development 
time. Schedules team’s activities to coincide with the activities of 
other teams. Makes long-term plans for use in effectively making 
schedule adjustments as a project progresses. 


Consistently effective 


Frequently effective 


Generally effective Establishes own goals and the steps to achieve them. Organizes a 


project or task into smaller tasks and time frames. Plans own and 
others’ efforts on a project, but may have difficulty organizing efforts 
on several concurrent projects. 


Occasionally effective 


Handles one project, but not multiple projects. Has trouble breaking 
down a large project into smaller tasks and establishing time frames. 
Delegates tasks to others but not according to who is best qualified. 


Rarely effective 
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EVALUATION APPROACHES — BEHAVIORAL DESCRIPTORS 


Critical Incidents 


m Measures specific individual actions 
# Meet desired outcome 


¢@ Do not meet desired outcome 


m Two examples 


Critical Incidents 


= This approach measures specific individual actions as either meeting (positive 
feedback) or not meeting (developmental opportunity) desired outcomes. 


Critical incidents exemplify types of desired or undesired behaviors and work best 
when used as feedback at the time of the occurrence. 


m= Two examples: 


# Maria (while stocking shelves) takes a customer looking for a particular product to 
its exact location and asks if there is anything else she can do. The store manager, 
observing that Maria did not simply point to the general area or indicate to ask 
someone else, noted her behavior for the performance appraisal. 


Ed (while operating the checkout) tells an approaching customer his line is closed. 
Observing his behavior, the store manager told Ed that a more appropriate behavior 
would have been to offer to help the customer, even though his line was closed. If 
this was representative of Ed’s behavior, the supervisor might document it for Ed’s 
performance appraisal. 
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EVALUATION APPROACHES — BEHAVIORAL DESCRIPTORS 


Use of the Critical Incident Approach 


m Need for qualified observers 
m Time requirements 


m= Measurement omissions 


m Distinction between competencies 
and critical incidents 


Use of the Critical Incident Approach 


The critical incident approach is one of the more traditional approaches to 
performance management. If an organization is to be successful using this approach, 
the following should be considered: 


= Need for qualified observers — This method relies upon observation. As a result, 
qualified observers are needed to report positive and negative behaviors. 


= Time requirements — This method takes some time. A system must be developed to 
collect and analyze data. 


= Measurement omissions — One concern about the critical incident approach is the data 
left out. Important behaviors may be missed and the criteria for evaluating critical 
incidents may vary by observer, leading to a lack of accuracy in ratings. 


= Distinction between competencies and critical incidents — Managers/raters may 
observe a limited number of critical incidents and form opinions about employees’ 
competencies. The rating then becomes the managers’ judgment rather than an 
assessment of consistent behavior. Employees may perform well when they are 
observed, but this may not be a guarantee of consistent performance. 
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EVALUATION APPROACHES — BEHAVIORAL DESCRIPTORS 


Behavioral Descriptors 
and Business Strategy 


Consistent level of 
performance 


Reliable 
Trainable/can learn 
Follows instructions 
Avoids waste 
Attention to detail 


High concern for 
output quantity 


Tolerance for tight 
standards 


Comfort with stability 


Problem solving 
Challenge one another 
Cross-functional 


High degree of creative 
behavior 


Greater risk taking 
Antibureaucratic 
Challenge procedures 
Versatility 

Focused on discovery 
Long-term focus 


Share ideas and solutions 


Think/work across 
boundaries 


Broad skills applied 


Driven by change and 
improvement 


Adaptable 


Results over process 
High tolerance for ambiguity 


Behavioral Descriptors and Business Strategy 


The above table lists examples of behavioral descriptors that may be addressed under 
different business strategies. 
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EVALUATION APPROACHES — BEHAVIORAL DESCRIPTORS 


Advantages and Disadvantages 
of Using Behavioral Descriptors 


Advantages Disadvantages 


= Describe necessary m = May not focus on results 
employee actions 


m= Time required for scale 


= Can be modified by employee construction 

= Employees can control = Definition can be a challenge 
behavior, not always : : 
Siicombs = Opportunity to observe required 

m Enhances employee Ae ie 
communication = Subjective judgment 

m= Useful for training and = Difficult to include all aspects of 
orientation performance 


= Useful for performance 
improvement 


“Nice people can finish last” 


Advantages and Disadvantages of Using Behavioral Descriptors 


Behavioral descriptors are especially appropriate for employees who have greater 
control over behavior than results. Often they are used for nonexempt jobs and can be 
a very effective tool for training and employee/supervisor communications because of 
its specific nature. 


The major disadvantages include complex and lengthy job analyses and the difficulty 
of applying this approach to managerial jobs. 
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Can You? 


m= Identify and describe the objectives and drawbacks 
of performance appraisals and general guidelines for 
appraisal design. 


= Identify potential rating scales and sources of evaluation 
for the performance appraisal. 


m Explain the use of multirater assessment. 


= Define results and describe the use of results as an evaluation 
approach. 


= Define competencies and describe the use of competencies 
as an evaluation approach. 


m= Identify issues associated with performance appraisals and 
tactics that may be used to improve performance appraisals. 
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Module Quiz 


1. Which of the following best describes one of the common complaints about 
performance appraisals? 


A. They require substantial administration. 

B. They are too objective. 

C. They repeat many of the same messages. 
D 


. They are too focused on development. 


2. What is one of the benefits of 360° feedback? 
A. It generally provides quantitative and objective data. 
B. It is easy to collect and compile information. 
C. Raters are skilled in providing performance feedback. 
D 


. Employees view it as fair, accurate and credible. 


3. Why would an organization use a rating scale with an even number of levels? 
A. It increases reliability. 
B. It increases validity. 
C. It addresses central tendency. 
D 


. It ensures impartial ratings. 


4. What do performance factors and critical incidents assess? 


A. Performance factors assess specific individual actions; critical incidents assess the 
ongoing application of competencies. 


B. Performance factors assess results; critical incidents assess processes. 


C. Performance factors assess individual behavior; critical incidents assess specific 
individual actions. 


5. What are competencies? 
A. Common factors that enable (and predict) performance 
B. Financial performance of an organization 


C. Accomplishments or outcomes of an individual 


GR5 @ 3.42 


© WorldatWork. All rights reserved. 


Implementing 
Performance 
Management 
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Module 4 
Implementing Performance Management 


Introduction 


The most well-designed system cannot succeed without effective implementation. 
Performance management is no exception. Managers, supervisors and HR must work 
together to ensure that the system operates as intended. 


The actual implementation of performance management is a process that can be 
applied at the individual, group or organizationwide level. Module 4 introduces the 
performance management process and breaks down the process into logical and 
sequential steps that HR and line management can use to identify expectations and 
motivate performance. The module provides guidance in aligning performance 
expectations with the drivers that create organizational value. 


Objectives 


By the conclusion of this module, you will be able to accomplish the following: 


1. Describe the roles and responsibilities of different stakeholders in performance 
management system implementation. 


2. Explain the importance of communication in performance management system 
implementation. 


Identify and describe the steps in the performance management process. 


4. Explain the importance of maintaining alignment between the elements of the 
performance management system. 
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Performance Management 
System Implementation 


m Senior management support 


Training and development 
@ Managers/raters 
@ Staff 


Administration 


@ Managers/raters 
# HR 


= Communication 


Performance Management System Implementation 


Implementation is a broad term that refers to all aspects of the rollout of a new or 
redesigned system, including training and development, administration and 
communication. 


= Senior management support — active participation and support by senior leaders 
in implementation 
= Training and development 
@ Managers/raters 
¢ Staff 


= Administration 


¢@ Managers/raters — collecting performance data, writing appraisals, obtaining 
approval for appraisals, conducting discussions, making developmental 
recommendations, setting goals and objectives for the performance period 

# Human resources — One challenge is ensuring that managers/raters do not alter 
performance appraisals or other aspects of the performance management system to 
suit their own purposes. If input was solicited during the design process, this should 
not be a major issue. 


= Communication — Understanding of the system is the key to success. Effective 
communication can facilitate understanding. 
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PERFORMANCE MANAGEMENT SYSTEM IMPLEMENTATION 


Roles and Responsibilities 


m System users 


m™ Human resources 


m Senior management 


Roles and Responsibilities 
Before implementation begins, it is important to define and reinforce the roles and 
responsibilities of system stakeholders. 
m= System users 
# Communicate strategic vision through performance management 
Communicate deficiencies to help the individual and the organization to succeed 
Ensure consistency, fairness and equity 
Distinguish high performers from low performers 


5 i A ad 


Reward, recognize and retain valued contributors 
@ Ensure ongoing communication and feedback 
= Human resources 
# Review system performance and make changes/corrections to system and tools 


Establish ongoing procedures for ensuring that new users are properly trained and 
appraisal tools keep pace with organizational objectives 


# Ensure that procedures remain aligned with internal and external changes 
= Senior management 

@ Remain active in the communication process 

@ Participate in training and orientation 

Actas role models for the use of the system and tools 

¢ Reinforce with users the importance of the system and its link to rewards 
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PERFORMANCE MANAGEMENT SYSTEM IMPLEMENTATION 


Communication 


m Objectives 
Process steps 


Policies 


= 
= 

m= Operational results 

m Vision, mission, CST and values 
= 


Expected behaviors 


Communication 


The purpose of communication regarding the performance management system is to 
educate users on the system and its available tools and resources. Communication 
should involve senior management with messages coming “from the top.” An effective 
performance management system will have the process and expectations clearly 
communicated to all involved parties. 


Messages that should be communicated include: a ah ag et. 
re o(Aan\ Are p 
= Objectives of the performance management system wpm ‘J 
= Process steps of the performance management system 
# How assessments are determined 
¢ Design features to ensure fairness 
= The organization’s performance management policies 
@ Pay structure 
@ Relationship between pay and performance 


The results of operations 
@ Feedback on measures and results 


= Vision, mission, critical success targets and values 


Expected behaviors. 


Note: A more in-depth review of employee communications can be found in 
Certification Course T4: Strategic Communications in Total Rewards. 
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The Performance Management Process 


Organizational drivers | 


| Formal feedback | 


Review 


Performance objectives 
and measures 


Performance plan 
4 


[Work 
= Coaching 2 x 

2 | Develop 
improving = & 


The Performance Management Process 


The above chart illustrates the sequence of steps that users may move through as they 
navigate the performance management process. As noted earlier, the steps apply 
regardless of the level at which performance is being measured and managed. 


The key to any successful performance management system is found in the 
implementation. Often those responsible for designing the performance management 
system are not the same individuals as those who are relied upon to implement it. It is 
important to have a process for managers to follow and incorporate in their daily activities 
that will work to successfully implement a performance management system. 
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THE PERFORMANCE MANAGEMENT PROCESS 


4G 


Performance Objectives and Measures 


Performance plan 


Plan 


Performance management begins with planning. Planning is the management activity 
that guides the way in which work is accomplished. 


= Organizational drivers — Planning begins with the organizational drivers that define 
what is important to the organization. Within the smaller context of unit, group or 
individual plans, planning articulates the activities of each functional area that positively 
contribute to business results. 


= Performance objectives and measures — Planning identifies the performance 
objectives and measures that align expectations. Expectations provide the road map for 
performance management. To guide or direct performance in the right direction, 
management must ensure that employees have a clear understanding of the link 
between organizational objectives and individual expectations. 


m= Performance plan 


@ Reaching an agreement (what) — Planning identifies objectives, accountability and 
action for improved performance. It articulates the specific knowledge, skills and 
abilities needed to enhance performance. Planning should also specify the ways in 
which leaders will actively play a role in development (i.e., providing support, 
coaching, resources). Finally, planning defines the work/actions to be completed 
and communicates the results to attain. 


@ Developing the plan (how) — Planning also identifies what has to be done to 
successfully reach objectives and fulfill the agreement. It establishes priorities and 
identifies measures to monitor progress. Planning facilitates an understanding of 
the specific actions to be taken by leaders and managers to support development 
and enhance performance. 
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THE PERFORMANCE MANAGEMENT PROCESS 


Example of Performance 
Objectives and Measures 


. Meet or exceed monthly 


. Sales sales quota of 10,000 


: . No more than 2 sample 
- Quality defects per 1,000 units 


. Two customer compliments 


. Customer relations 
per week 


. Register accuracy ; ee eto iy Bob 


. Monthly output meets or 
. Productivity exceeds department 
average 


Example of Performance Objectives and Measures 


Part of the planning process involves the identification of appropriate performance 
objectives and measures. In the above sample, the organization identifies the objectives 
that define whether the employee has been successful on a given measure. 
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THE PERFORMANCE MANAGEMENT PROCESS 


Exercise — Writing Effective Performance Objectives 


Evaluate the performance objectives below based upon the SMART guidelines. 
Indicate whether each of the SMART guidelines is addressed by placing an “X” in the 
blank next to the guideline. If the objective fails to meet one or more of the SMART 
guidelines, rewrite it, incorporating the missing guideline(s). SMART guidelines: 


Specific — Does it clearly state expectations? 
Measurable — Can it be assessed using some type of measure? 


Attainable — |s it realistic? 


Relevant — Is it related to business objectives or to individual employee 
responsibilities? 
Time-bound — Is there a clear timetable/deadline for performance to be achieved? 


1. Reduce percentage of “out of stocks” by improving inventory control system by the 
end of the fiscal year. 


Specific Measurable__“\_Attainable Relevant Time-bound 


feon 4 wy [eS flan 5% 


2. Improve department focus on safe work practices. 


Specific Measurable“ _Attainable Relevant Time-bound__** 


3. Study and report on alternative methods of acquiring 40-acre parcel adjacent to 
main plant. 


Specific Measurable Attainable Relevant Time-bound A 


S alfmatyr re rods 
4 & ol Ot 
4. Meet or exceed monthly sales quota. 


Specific Measurable Attainable Relevant Time-bound 


Meet or qiittfr hy 


Co~A SEC ADK ths ly é 


Rxcoc A) cayrat wofly sales 


Note: For purposes of this exercise, make assumptions regarding attainability and 
relevance. 
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THE PERFORMANCE MANAGEMENT PROCESS 


Act 


Act 


The second step in the performance management process translates plans into actions. 
Performance management helps put people into action to achieve the plan and generate 
results. For the performance management process to work, employees must be able to 
perform the normal work functions, with management providing assistance and support to 
create an environment for ongoing development. 


= Work 


@ Work is the part of the performance management process in which the organization 
facilitates individuals’ capacity to perform. The work defines what has to be done, 
how it should be done and what is to be accomplished. 


= Develop 


# One of the primary goals of management is to develop the workforce to maximize 
performance. This is done by providing the tools to do the job right and ensuring that 
employees are continuously exposed to learning opportunities. 


Day-to-day problems, challenges and accomplishments provide one of the best 
developmental opportunities. 


@ Managers can facilitate development by offering training and new project 
opportunities, and encouraging employees to utilize and improve their strengths. 


#@ Managers can provide an environment for development by fostering a culture of 
innovation and creativity and ensuring access to new technology. 
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THE PERFORMANCE MANAGEMENT PROCESS 


Monitor 


Monitor 


The third step in the performance management process requires the continuous 
monitoring of performance. Performance management fails when the monitoring step 
is missed, and managers and employees are not aware of performance issues until 
the annual performance review takes place. 


HR must ensure that managers are taking the time to monitor performance and are taking 
appropriate action. Monitoring involves: 


= Tracking performance — Monitoring is tracking performance against performance 
objectives and evaluating the current progress. 


= Coaching — Monitoring involves ongoing face-to-face, open, honest, positive two-way 
communication and feedback. It provides instant information to those carrying out the 
work so they can monitor their own performance and enhance the probability of 
improving. 


= Improving — A key component of the monitoring step is the action taken to improve 
performance. Managers re-evaluate direction and assist employees in reprioritizing. 
Improving requires skill in recognizing and balancing the needs of those doing the work 
with those managing the work. 


The monitoring process can take various forms, from informal periodic reviews (monthly, 
quarterly) to more frequent feedback, on-the-job training and impromptu, open-door 
meetings. 
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THE PERFORMANCE MANAGEMENT PROCESS — MONITOR 


Management Skills — 
Coaching the Coach 


m™ Objective setting 
= Developing individuals 
m Listening skills 
m Ongoing dialogue 
@ Feedback 


m Use of appraisal tools 


Management Skills — Coaching the Coach 


Some managers will possess the necessary coaching skills while others may need 
training. Effective coaching involves: 


= Objective setting — The effective coach helps his or her employees to set objectives at 
the beginning of the performance period and to review them/set new objectives at the 
review. He or she provides assistance and tools throughout to enable individuals to 
succeed in meeting goals. 


= Developing individuals — The talented coach develops his or her employees and 
prepares them for the responsibilities the organization will expect in the future. 


m Listening skills — Throughout the process, the coach must strive to maintain and 
improve listening skills. It is important to recognize that reasonable people may view the 
same situations differently. Although the coach may not always agree with a different 
point of view, the skilled coach listens attentively and acknowledges the views of others. 


= Ongoing dialogue — Coaching involves ongoing dialogue throughout the performance 
management process. Constant two-way feedback is necessary to monitor progress 
toward the achievement of goals based on performance objectives. Feedback should 
have the power to assist the employee in increasing his or her chances of meeting 
employer expectations. 


m Use of appraisal tools — There must be a high degree of consistency in the application 
of the performance management system. For new or redesigned systems, advance 
training in the use of appraisal tools is necessary. For existing systems, it may still be 
necessary to provide ongoing training to reinforce the proper use of appraisal tools. 
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THE PERFORMANCE MANAGEMENT PROCESS — MONITOR 


Coaching for 
Performance Improvement 


m Restate position 


m Listen and acknowledge 
m Do not accept excuses 
m Keep discussions focused 


m End on a positive note 


Coaching for Performance Improvement 


Coaching is an activity that should be done year-round, not just at the annual performance 
review. Regardless of how often coaching occurs, managers/supervisors should look for 
verbal and nonverbal cues to determine whether the employee is receiving the intended 
message. If, during a coaching discussion, the employee does not appear to agree with or 
understand some of the issues, the manager/supervisor should do the following: 


= Restate position — The effective coach will reinforce the coach’s/organization’s position 
by restating it and sticking to it. 


m Listen and acknowledge — The coach can listen and acknowledge another point of 
view without necessarily indicating agreement. 


= Do not accept excuses — The focus should be on personal responsibility and tactics for 


improving future performance, rather than excuses for past performance. - LD Gp ne 
id on Spur fy Cxecce pt EXcCaSes, You l reine” v HY OF rRSSoF theet pre 
m Keep discussions focused — It can be easy’to get off track, particularly when a Wm to (Oe 
discussing poor performance. A skilled coach will keep the discussion focused on the ° 


pa man 


primary message he or she is trying to communicate. 


= End ona positive note — Performance discussions should end on a positive note and 
identify any follow-up action items. Poi“ [> fr Wan ouk ~ Pr IR emp 
Sr An (MMT Gd bn Thr 
a \ 
SiMalon AMu pra . 


( 
V 
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THE PERFORMANCE MANAGEMENT PROCESS 


Review 


m= Review vs. monitor 
= Focus on development 


= Based on actual events and observations 


Review 


The fourth step in the performance management process is the review, when a formal 
evaluation of performance is necessary. Formal reviews usually are conducted annually, 
although some organizations conduct more frequent reviews (e.g., twice a year, quarterly). 


= Review vs. monitor — The review step differs from the monitoring step in that it is more 
of an official/formal assessment of performance and development. The review should not 
be the first time that attention is being focused on performance, so that there are no 
surprises. 


= Focus on development — The review also may focus on development. Although it is 
important to evaluate past performance, the reviewer may identify solutions to 
performance gaps and opportunities for performance improvement. 


= Based on actual events and observations — The review should be based on actual 
events and observation. Ideally this is a two-party involvement process where both 
parties are involved. Manager perceptions, particularly developmental comments, should 
be based on tangible data to support the observation(s). 
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THE PERFORMANCE MANAGEMENT PROCESS 


Review ...cont’d 


a 


= Opportunity for employee involvement 


m Reviews vs. appraisals 


= Documentation 


Review ...cont’d 


= Opportunity for employee involvement — The review should allow an opportunity for 
those being reviewed to comment on leadership style, management support and other 
factors that may have influenced performance or that may be needed to improve 
performance. 


m Reviews vs. appraisals — Performance appraisals are generally perceived as a venue 
for managers to rate subordinates’ behaviors and results. Because of this “report card” 
connotation, there is a risk that the interaction could become overshadowed by 
negativity or defensiveness. As a result, many organizations are moving toward a 
“review” period rather than an “appraisal” period. For purposes of this course, the term 
appraisal will refer to the too/ being used during the review period. The review will refer 
to the opportunity for managers and subordinates to formally meet and discuss 
employee performance and development. 


= Documentation — A formal review usually involves written documentation. The 
performance appraisal is the tool that is commonly used to document performance. It 
also may be used to assist with decision-making regarding the allocation of 
compensation to reward performance. 


Reprinted by permission of the publisher; the Chartered Institute of Personnel Development, Performance 
Management, The New Realities, Michael Armstrong and Angela Baron © 1998 and Adapted by permission of The 
Performance Management Group, The Performance-Management Sequence, Ceri Thomas and Alan Cave © 1998 
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THE PERFORMANCE MANAGEMENT PROCESS — REVIEW 


Providing Performance Feedback 


Do: 


Listen 


Paraphrase 

Use clarifying questions 
Focus on behavior 
Evaluate 


Solicit additional feedback 


Providing Performance Feedback 


Listen — Providing performance feedback is a two-way communication process. 
The skilled coach will listen carefully to the employee’s response to feedback. 


Performance management system training should emphasize managers/raters’ ability 
to listen. Important steps in active listening include the following: 


Do: Do not: 
¢ React to feelings ¢ Get sidetracked on appearance 
¢ Listen while the other person talks ¢ Interrupt 
¢ Listen for total/nidden meaning ¢ Fake attention 
¢ Daydream 


Paraphrase — An effective communication strategy is to paraphrase the comments of 
the other party to verify perceptions of what was said. 

Use clarifying questions — In addition to paraphrasing, the coach should ask 
questions for clarification and ask for examples in those areas that are unclear or 
where disagreement exists. Clarifying questions are followed by paraphrased or 
restated answers (e.g., “I hear you Say ...” or “Do you mean ...”). 

Focus on behavior — The effective coach will maintain the focus on tangible behavior 
rather than abstract opinions/attitudes. 

Evaluate — It is important to carefully evaluate the accuracy and potential value of what 
has been said. 

Solicit additional feedback — The coach should gather additional information from 
other sources and/or observe personal behavior and the employee’s reaction to it. 

He or she should make liberal use of the phrase, “Tell me more.” 
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THE PERFORMANCE MANAGEMENT PROCESS — REVIEW 


Providing 
Performance Feedback ...cont’d 


Don't: 


Get defensive 


Overreact 


Use hindering behaviors 


Use inferences 


@ Examples 


Providing Performance Feedback ...cont'd 


To maximize the chances for a productive feedback session, the skilled coach will take 
steps to avoid the following: 


= Getting defensive — Rather than building up defenses, the coach should mentally note 
any questions or disagreements. 


™ Overreacting — The coach should try to avoid overreacting to employee feedback. When 
necessary, the coach can modify his or her behavior based on an evaluation 
of the outcomes of different coaching situations. 


= Using hindering behaviors — Behaviors that hinder one from effectively receiving 
feedback are “justifying,” “building a case,” “apologizing” and “rejecting.” 


= Using inferences 


m= Examples of inferences to avoid include: 


Inference/statement Example 

How the other person feels; “you” statements “You don’t care...” 

@ Something that cannot be observed/verified “You don’t know...” 

# Something employee needs to be, to know “You need to be more...” 

@ General/abstract summary | “Good work!” 

@ Generalized value judgment “You're not here when | need you” 
@ Attribute cause or motive “You always arrive late when you 


know we have meetings.” 
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THE PERFORMANCE MANAGEMENT PROCESS — REVIEW 


Rater Error/Rater Bias 


m Based on employee characteristics 


¢ Attractiveness effect, stereotyping, 
compatible, subjective 


m Based on rater tendency 


¢ First impressions, recency, halo/horns, 
central tendency, negative/ positive skew, 
attribution bias 


m Other 
@ Few observations 


Rater Error/Rater Bias 


A frequently reported issue with performance appraisals is the tendency of managers 

or raters to inflate or skew performance ratings. This generally is the result of rater 
error/rater bias. Research has shown that an effective approach to addressing rater error 
is through training. Raters should be coached to recognize these errors and understand 


why they occur. 


= Based on employee characteristics — Although the following are based on employee 
characteristics, they also are caused by the raters’ tendency to fall prey to these errors. 


4 


4 


Attractiveness effect — assuming that attractive individuals also are top 
performers 


Stereotyping — generalizing perceived performance to certain groups 
(e.g., employee doesn't “fit the mold,” therefore, he or she is a low performer) 


Compatible — rating individuals based on similarity to the rater. Employees with 
similar characteristics are rated higher. CYA >| effet 


Subjective — basing perceptions of an individual's overall performance on 
personality conflicts, tainting the overall objectivity of the rater 
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THE PERFORMANCE MANAGEMENT PROCESS — REVIEW 


Rater Error/Rater Bias ...cont’d 


= Based on rater tendency 


4 


First impression error or recency error — the tendency to judge performance 
based on either the first impression of the employee or on his or her most recent job 
performance 

Halo/horns effect — the extrapolation of one aspect of an employee’s performance 
(positive or negative) to all aspects of his or her performance 

Central tendency — the failure to differentiate, rating all employees toward the 
middle of the scale 

Negative/positive skew — the tendency to rate all individuals higher or lower than 
their actual performance 


Attribution bias — the tendency to blame employee failures on performance and 
attribute employee successes to some other factor besides performance 


m= Other 
@ Few observations — performance evaluation based on limited observations 
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THE PERFORMANCE MANAGEMENT PROCESS — REVIEW 


Conducting the Review 


Preparation 
Setting 


Objectives 


* 
* 

& 

@ Self appraisal 
m@ Delivery 

* 


Focus 


Conducting the Review 


Managers/raters should be trained to consider the following when conducting formal 
performance reviews: 


= Preparation — The manager should be prepared, collecting all necessary data and 
reviewing relevant documentation before meeting for the formal review. 


= Setting — A quiet setting should be selected. 


™ Objectives — The manager should be prepared to discuss established objectives, 
previously identified with employee participation for the performance period being 
reviewed. 


= Self appraisal — If a self appraisal is part of the formal performance appraisal, the 
manager should ask employees to complete it in advance of the formal appraisal, listing 
all accomplishments and evaluating personal performance. 


™ Delivery — The actual performance review should be an interactive dialogue. The 
manager should deliver the appraisal clearly and solicit feedback. 


= Focus on the future — The manager should encourage employees to develop their 
strengths, as well as offer direction for turning any weaknesses into strengths. The goal 
is to make employees feel valued and focus efforts on maximizing future performance. 
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Aligning System Elements 
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Aligning System Elements 
As illustrated above, the following should all be in alignment: 


= Organizational levels — The organization and its departments, units, teams and 
individuals should share a common focus regarding targets and performance plans. 


= Performance management process — The same process is applied across all 
organizational levels. 


= Performance management system — The overall system manages all of the elements, 
with an evaluation and assessment component built in to review the aspects of the 
system individually as well as cumulatively. 
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ALIGNMENT 


Managing and Aligning the 
Performance Management Process 


Example — Managing and Aligning the Performance Management Process 


The example on the following page illustrates the use of the performance management 
process to create shared expectations across organizational levels in a retail environment. 
The company in the example is utilizing a customer intimacy business strategy. 
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Example — Managing and Aligning the 
Performance Management Process 


Co Organizationwide Department/Unit Individual 


Plan 


Organizational | customer satisfaction 


driver 


Performance 
objective and 
measure 


Performance 
plan 


Review 


improve 
organizationwide 
customer satisfaction 
rating by 10% 


enhance customer 
service through 
awareness and 
training 


company leadership 
supports the objective 
and champions the 
initiative; customer 
service initiative 
communicated to all 
levels of the company; 
organizationwide focus 
on employee training 


implement customer 
satisfaction surveys; 
senior management 
reviews customer 
satisfaction reports 
throughout the quarter 


annual review of 
overall performance 
against target 


customer satisfaction 


improve division 
customer satisfaction 
rating by 10%; improve 
average secret shopper 
score by 10% 


increase employee 
awareness and training; 
develop field training 
program for managers 
and employees 


communicate company 


initiatives through division 


channels; division 
leaders champion 
initiative; implement 
training program, 
challenging managers 
and employees to trans- 
late training into results 


monthly review of 
consolidated customer 
satisfaction and secret 
shopper reports by 
division leadership; 
results discussed with 
store general managers 
via conference call 


annual review of overall 
performance against 
target; performance 
affects division and store 
manager annual 
incentives 
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customer satisfaction 


improve customer 
service skills as 
demonstrated by a 
“meets/exceeds’” rating 
on secret shopper 
reports 


attend training session 
on customer service 
initiative; meet with 
manager for coaching 
session 


apply skills learned in 
training session on the 
job 


ongoing interactions with 
manager to evaluate and 
develop customer 
service skills and 
behaviors 


performance appraisal 
includes customer 
service measures such 
as the manager's rating 
of the employee’s 
customer service skills 
as well as the 
employee’s average 
secret shopper score 


Coastal Foods 


exercise 
In your groups, answer the following questions 


about Coastal Foods: 
1. Old strategy? New strategy? 
What changes are needed? 


What performance objectives are necessary at the 
organizationwide level to focus people on the new 
strategy? 


4. How should the performance management process 
be applied? 


5. How should Coastal Foods measure its success? 


6. What barriers exist? 


Exercise — Coastal Foods 


Instructions: In your groups, read through the description of Coastal Foods, the desired 
profile and the old profile. Discuss and answer the questions at the end of the exercise. 


Coastal Foods is a large, regional supermarket chain. The company has decided to 
achieve a competitive advantage by differentiating itself through the provision of upscale 
products and services like floral arrangements, deli, video rentals, pharmacy, fresh 
produce, meats and seafood. Coastal Foods also will be price-responsive, but clearly 
intends to “touch the customer’ with its service, speed and user-friendly operations. 


Desired Profile 


Based on consumer research, the desired profile of the new thrust of the business 
includes the following items: 


A. 


A large, open retail store with visual appeal and the ability to meet every customer's 
shopping requirements 


A focus on customer interactions; for example, approaching customers who appear to 
be seeking assistance and ensuring that customer problems are satisfactorily resolved 


Highly coordinated in-store activities; for example, stocking linked to customer requests 


State-of-the-art, high-tech registers and scales with information systems that keep 
inventory on a just-in-time basis and track customer preferences and orders. 
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EXERCISE — COASTAL FOODS 


Desired Profile ...cont’d 


E. High-speed checkouts that provide accurate receipts, quick bagging and carryout 
service 


F. A store design with three levels: 


@ Store managers — empowered to act as if they were running their own small 
business; they must know the business, every function and how to motivate 
employees to maximize organizational performance. 


¢ Department managers — must have excellent product knowledge and maintain the 
highest quality inventory; they are empowered to act as if they owned their 
departments (e.g., produce, meats, deli). 


¢ Customer service representatives — empowered to interact and help customers in 
any way possible to make their shopping experience simpler, faster, friendlier and 
more fun. 
Old Profile 
Coastal’s old retail profile has some striking contrasts with its preferred future: 
A. Aging downtown-area physical plants with traditional, narrow aisles 


B. The following positions 
Bagger 

Checker 

Stock Clerk 

Stocker 

Butcher 

Department manager 
Customer service manager 


o~etehlUh OOOOH oH + SO 


Store manager 


C. Strictly defined work rules — stockers are stockers, packers are packers, checkers are 
checkers, butchers are butchers 


D. Use of part-time, minimum wage labor; discouraging employees from becoming full-time 
to avoid paying full benefits 


E. Centralized inventory, leaving little or no discretion for specific store managers 


F. Work activities that focus heavily on cost issues; for example, stockers are asked to 
work as quickly as possible to get items out on the shelves and packers should try to use 
plastic bags rather than paper bags to save on costs 
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EXERCISE — COASTAL FOODS 


Coastal Foods Report 


In your groups, answer the following questions about Coastal Foods: 


1. What was the old strategy? What is the new strategy? 


2. What changes are needed to implement the new strategy? 
A. Workforce min '-set 

B. Workforce competencies 

C. Rewards 


D. Feedback 


3. What performance objectives are necessary at the organization level to focus people 
on the new strategy? 


4. How can the performance management process be applied to Coastal Foods 
transformation? 


5. How should the company measure its success? 
A. Organizationwide? 
B. Store level? 


C. Individual level? 


6. What barriers exist to prevent successful implementation? 
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| Can You? 


m™ Describe the roles and responsibilities of different 
stakeholders in performance management system 
implementation. 


m Explain the importance of communication in 


m Identify and describe the steps in the performance 
management process. 


m Explain the importance of maintaining alignment 
between the elements of the performance 
management system. 


performance management system implementation. 
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Module Quiz 


1. Managers and/or supervisors should provide continuous performance feedback during 
which step in the performance management process? 


A. Plan 
B. Act 
C. Monitor 
D. Review 


2. Performance reviews should generally be based on which of the following? 
A. Manager opinions 
B. Employee self appraisal 
C. Perceptions of other employees 
D. Actual events and observations 


3. Documentation of performance is most likely to occur during which step in the 
performance management plan process? 


A. Plan 
B. Act 
Cc. Review 


4. When providing performance feedback, managers should do which of the following? 
A. Interrupt when necessary 
B. Listen for total/hidden meaning 
C. Feign attention while formulating a response 
D. Use hindering behaviors and inferences 


5. How should the performance management process be applied throughout the 
organization? 
A. It should only be applied at the individual level. 
B. It should only be applied at the organizationwide level. 


C. It should be applied consistently across all levels. 
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Module 5 
Linking Performance to Rewards 


Introduction 


The primary objective of a performance management system is to motivate performance. 
It should align the interests of employees with the factors that improve organizational 
performance. To create motivation and align interests, employers have a number of tools 
in the performance management toolbox, with the master tool being compensation. 


Variations in compensation (base pay and variable pay) are the most visible aspects of 
performance management. Performance reviews and various incentive programs are 
used to motivate specific behaviors. Additionally, however, employers may utilize 
noncash rewards to support and enhance the performance management system. Module 
5 examines the rewards available to employers to motivate performance and the rationale 
for linking some of these rewards with performance. 


Objectives 


By the conclusion of this module, you will be able to accomplish the following: 
1. Explain the relative importance of rewards to employees. 


2. Describe the methods used to link base pay to performance, the options available for 
determining base pay increases and the advantages and disadvantages of rewarding 
with base pay. 


3. Describe the variable pay options available, the use of variable pay to reward 
performance and the advantages and disadvantages of rewarding with variable pay. 


4. Explain the use of other rewards to motivate performance. 


Identify appropriate rewards to use at different organizational levels. 
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Performance Reward Strategy 


m Assess: 
@ Organizational objectives 


# Organizational culture 


¢ Business strategy 


m Identify motivational needs 


Performance Reward Strategy 


The performance management system relies on a variety of rewards to motivate 
performance. The challenge for HR is to design a program that maximizes the 
effectiveness of rewards, balances their use and ensures that different programs 


complement each other. 


A performance reward strategy helps to clarify the approach the organization will take. 
To develop a performance reward strategy: 


m Assess: 
@ Organizational objectives — What are the organizational drivers that create value? 
How can performance be measured against organizational objectives? 
¢ Organizational culture — How can the organization’s culture best be described? Is 
the culture conducive to the performance management system? 
¢ Business strategy — What is the organization’s business strategy? Are the HR and 
total rewards strategies aligned with it? Is the performance management system 
aligned with these strategies? 
= Identify motivational needs — What behaviors need to be motivated? What rewards 
would be most effective in motivating these behaviors? How do these rewards 
interrelate? How do peer organizations motivate performance in these areas? 
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PERFORMANCE REWARD STRATEGY 


Example — Strategy Development 
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Reprinted with permission. Paying for Contribution by Duncan Brown and Michael Armstrong © 1999. 


Kogan Page Publishers 


GR5 @ 5.4 


© WorldatWork. All rights reserved. 


What Motivates 

Employee Performance? 
Work-life 

Developmental and career opportunities 


Culture / organizational leadership 


Clear expectations / objectives 
Degree of job stress 
Compensation 


Flexibility 


Benefits 


What Motivates Employee Performance? 


Identifying the rewards that have the greatest effect on employee motivation is one of the 
mysteries of performance management. Often, performance management systems fail to 
include or consider many of these rewards. The following factors frequently are cited in 
research on employee motivation. Although the ranking of the factors varies from survey 
to survey, the factors generally appear in the following order of importance: 


= Work-life 

Developmental and career opportunities 
Culture/organizational leadership 

Clear expectations/objectives 

Degree of job stress 

Compensation 

Flexibility 


Benefits 


Where would you place compensation on this list? 


For more research information, visit the WorldatWork Resource Center at www.worldatwork.org 
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WHAT MOTIVATES EMPLOYEE PERFORMANCE? 


— 


What Compensation 
Can and Cannot Do 


™ Compensation can: 
¢ Drive behavior toward results 
@ Interest employees in business results 


@ Communicate value of skills and 
behaviors 


# Represent a commitment 


@ Support an attractive work environment 


What Compensation Can and Cannot Do 


An understanding of the effectiveness of compensation in performance management 
begins with a practical assessment of what compensation can and cannot do. 


Compensation can: 


Drive behavior toward results — Compensation is the foundation of the total rewards 
package. Pay encourages desired behaviors by demonstrating that the organization 
places a value on what the employee has to offer. 


Interest employees in business results — The alignment of organizational strategy 
with business objectives and compensation program goals can improve productivity, 
decrease turnover and contribute positively to the bottom line. 


Communicate the value of certain skills and behaviors — Compensation can serve 
to reinforce desired skills and behaviors by rewarding them appropriately. 


Represent a commitment — An organization that is perceived as paying its employees 
fairly demonstrates its commitment to its employees’ well-being and financial security. 


Support an attractive work environment — In addition to supporting the total rewards 
package, compensation creates a foundation for the overall work environment. A 
compensation strategy aligned with business objectives can foster a work environment 
where interesting and challenging work is rewarded and encouraged. 


Adapted with permission, CCH Incorporated © 2000. Rewards and Business Strategy: People, Pay and 
Performance by Howard C. Weizmann and Jane K. Weizmann of Watson Wyatt Worldwide 
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WHAT MOTIVATES EMPLOYEE PERFORMANCE? 


What Compensation 
Can and Cannot Do ...cont'd 


= Compensation cannot: 
@ Define a business strategy 
@ Determine organizational culture 
@ Substitute for leadership 
@ Retain essential performers (on its own) 


# Establish employee commitment 


What Compensation Can and Cannot Do ...cont’d 


Although compensation can be used to achieve certain objectives, there are limits to 
what it can do. 


Compensation cannot: 


= Define a business strategy — Many organizations rely too heavily on “best practices” 
within the industry to define reward strategies. The problem with this approach is that it 
doesn’t take into account differences in business strategies and organizational objectives. 
The rewards strategy should be based upon the organization’s unique business strategy, 
not the other way around. 


= Determine organizational culture —- Compensation strategy should be an extension of 
the organization’s culture. Often, employees define organizational culture and how the 
organization “feels” about them based upon their compensation level. If a compensation 
strategy is out of touch with the organizational culture, employees could be receiving 
mixed messages. 


= Substitute for leadership — Pay can attract and motivate key people; however, it cannot 
make up for shortcomings in company leadership. Strong leadership sets the tone for an 
attractive and challenging work environment. 


= Retain essential performers (on its own) — Money can’t buy job satisfaction. Retaining 
key performers depends on good wages and the job, co-workers, benefits, the overall work 
experience and the total rewards package. 


= Establish employee commitment — Significant compensation levels can reach a point 
of diminishing returns in terms of morale and employee commitment. Money’s motivational 
effect is short-lived because employees gradually decide that they are worth what they are 
getting paid, without necessarily improving performance to justify their pay level. 
Employees’ feelings of worth to the organization and perceptions of growth opportunities 
are often stronger motivators that have a greater correlation with performance. 


Adapted with permission, CCH Incorporated © 2000. Rewards and Business Strategy: People, Pay and 
Performance by Howard C. Weizmann and Jane K. Weizmann of Watson Wyatt Worldwide 
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Linking Pay to Performance 


m Link to base pay 


m Link to variable pay 


¢ Direct 


@ Indirect 


Linking Pay to Performance 


When designing a performance management system, it is critical to identify the link 
between performance and rewards. There are a number of ways to link pay to performance, 


as listed below: 
m Link to base pay 
@ Merit increases — salary increases based in whole or in part on performance 


m Link to variable pay 


¢ Direct 
= Short-term incentives based on performance (e.g., profit sharing) 


¢ Indirect 
= Employee equity holdings increase in value (stock options, employee stock 
purchase plans, stock awards/grants) 


= Employee stock ownership plan (ESOP) funds increase in value 
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Linking Base Pay to Performance 


Performance Definitions 


Maximum 


Midpoint 


| 


Minimum 


Linking Base Pay to Performance 


One of the decisions that must be made in the design of a performance management 
system is whether to link base pay to performance. The following criteria may be 
used to differentiate base pay levels under a performance-based pay approach. 


= Position in range — The above graphic illustrates the salary range for a given job. In this 
example, an individual’s position with respect to the midpoint is affected by performance. 
The organization sets minimum and maximum values for its jobs to allow pay movement 
over a Career. 


= Career stages and performance standards — Pay and performance expectations often 
vary based on an individual’s career stage. In a pay for performance environment, pay 
actions and performance expectations may vary at different career stages. An example 
of career stages and performance expectations is summarized on the graphic.* 


# New to role (does not fully meet expectations) — learning; not yet performing full 
scope of job requirements 


@ Emerging (meets expectations) — deep into learning curve; developing 
competencies; productivity gaining; continuing to require some direction 


¢ Established (exceeds expectations) — fully functioning in role; demonstrating 
desired competencies and behaviors; productive; using sound judgment; beginning 
to master functions, serving as a mentor 


¢ Expert (consistently outstanding) — mastering the job function; performing 
complex responsibilities; credible reputation; unique talent; highly productive; may 
be serving in a leadership role 


*Adapted with permission, CCH Incorporated © 2000. Rewards and Business Strategy: People, Pay and 
Performance by Howard C. Weizmann and Jane K. Weizmann of Watson Wyatt Worldwide 
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LINKING BASE PAY TO PERFORMANCE 


Base Pay Range Progression 


7 Range 
Pay Range Maximum Penetration 


100% 


75% 


Pay 


Pay Range 


Midpoints 50% 


25% 


0% 
Pay Range Minimum 


Time ———————> 


Base Pay Range Progression 

Under a performance-based pay approach, an individual's ability to achieve full pay 

potential will depend upon performance over time. As depicted in the graphic, an 

organization may limit movement within the pay range based upon performance. In this 

example, it is not possible to achieve the maximum of the pay range at performance levels 

below “outstanding.” 

= Quartiles — Quartiles are a common method of subdividing the pay range. In the above 
example, the quartiles align with performance dimensions (or ratings that are associated 
with the appraisal). 


¢ 1st Quartile — new hires and or minimally qualified employees 
# 24 Quartile — qualified, fully functioning employees 

¢ 3 Quartile — ongoing contributors exceeding expectations 

@ 4th Quartile — critical talent, outstanding performance 


= Salary structure — If the organization is going to use a performance-based approach 
to managing base pay, it is critical to develop and maintain a sound salary structure. 
Because performance is just one variable within the organization’s broader salary 
administration program, the success of this component of the performance management 
system is contingent upon the integrity of the salary structure that it is designed to 
influence. 
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LINKING BASE PAY TO PERFORMANCE 


Base Pay Delivery 


m Merit-based 

@ Skill-based 

m™ Competency-based 
m Step rate 


= Combination 


Base Pay Delivery 


Organizations attempt to achieve performance objectives through a variety of base 
pay delivery methods. 


Merit-based — discussed on following pages 


Skill-based — Under a skill-based approach, pay increases are given based upon 
demonstration of certain knowledge, skills or abilities. Typically, skill sets are determined 
by job family and attainment is subject to the supervisor/manager “certifying” that the skill 
level has been achieved. 


Competency-based — Competency-based pay takes the concept of skill-based pay and 
broadens it to pay for “job competency.” Rather than focusing on a few specific technical 
skills, competency-based pay focuses on underlying attributes and behaviors necessary 
for successful performance on the job. This base pay delivery method is rare. 


Step rate — Under a step rate approach, pay levels are set for five to seven steps, three Age 
to five percentage points apart. Traditional forms of this approach are automatic or pyre 
variable. New variations of step rate pay are now being linked to performance. *f 


Combination (aka pay for contribution) — A combination approach is a mixed model 
of performance management that awards increases based on competence and 
performance. 


An example of competency-based pay and step rate can be found it the Appendix. 
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LINKING BASE PAY TO PERFORMANCE 


Merit Pay 


m Objective 
m Size 
= Timing 


m Pay delivery 


Merit Pay 


Merit pay broadly refers to any type of pay program linking base pay to performance. 
Merit-based pay, commonly called pay for performance, is one of the most common means 
for determining pay increases. The logic behind merit pay is straightforward: If pay is made 
contingent upon performance, then employee motivation to achieve high performance is 
increased. 


m Objective — The essential goal of a merit pay program is to link pay to performance in 
a manner that is consistent with the mission of the organization. There are two required 
conditions: 


¢ Variations in employee performance must be measurable and measured. 


Managers must be provided with the necessary tools to determine the appropriate 
rewards. 


m Size — To motivate employees most effectively to meet or exceed performance 
objectives, the absolute size of the merit increase must be significant enough to make 
a noticeable difference to employees. 


A successful merit pay program will ensure that increases awarded to the best 
contributors will be substantially greater than increases awarded to average or less-than- 
average performers. 


m Timing — anniversary-date versus common (focal-point) review 


m Pay delivery — Under traditional merit pay programs, merit increases are built into 
employees’ salaries for as long as they remain with the organization. Hence, the 
increases are permanent and their values are compounded over time as additional 
increases are granted. 


One alternative to base pay increases is the use of lump-sum increases. Lump-sum 
increases are one-time payments made in lieu of traditional base pay increases and 
are typically delivered annually via the merit pay program. 
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LINKING BASE PAY TO PERFORMANCE 


Pay Delivery Matrix 


m Performance only 
m Performance and position in range 


m Performance, position in range and 
ratings distribution 


m™ Competency and position in range 


m Results and competency 


Pay Delivery Matrix 


Managers need the necessary tools to determine appropriate pay increases. The pay 
delivery matrix (commonly called the merit matrix) is a tool that provides managers with pay 
increase guidelines based on specific variables. Common variables are performance 
appraisal summary ratings and position in range. The pay delivery matrix may be structured 
in a number of ways, including the following: 


= Based only on performance 


# This method, which uses the simplest form of merit matrix, is most common in 
organizations without well-defined salary grade structures. Pay increases are 
granted based solely on performance, resulting in top performers receiving larger 
increases than lower performers. Typically, salary increases are calculated as a 
percentage increase in pay. 


Amount Increase Amount 


Does not fully meet expectations 0 to 2% 


How does your organization determine pay increases? 
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LINKING BASE PAY TO PERFORMANCE 


Pay Delivery Matrix ...cont’d 


= Based on performance and position in range 


@ This practice is based on the concept that the midpoint represents a competitive 
or fair wage for a particular set of skills in the marketplace and that, over time, 
employees with a similar level of sustained performance should be paid an 
equivalent amount. This will cause employees with the same performance to 
converge, over time, on a target point by awarding larger increases to employees 
lower in the range and smaller increases to employees higher in the range. 


Position in Range Before Increase 
Performance Rating 1® Quartile an an a 
or Below Quartile Quartile Quartile 
Outstanding 8 to 10% 6 to 8% 4 to 6% 


Consistently exceeds standards 6 to 8% 3 to 5% 2 to 3% 0 to 2% 
Meets standards 2 to 3% 0 to 2% i 


Does not fully meet standards >< a <4 


= Based on performance, position in range and distribution 


The example below builds on the preceding example by including guidelines for the 
distribution of performance ratings. Additionally, it provides assumptions regarding 
the distribution of employees at varying positions within their salary ranges. From a 
planning perspective, this matrix considers more of the variables that will affect the 
salary increase budget. 


/\ 


At or over salary 
range maximum, 
lump-sum bonus 
could be: 


Within 2" third 
(midpoint), merit 
increase could be: | increase could be: 
(assume 35% of | (assume 45% of 
Performance rating employees) employees) 


Crearly outstanding 8 to 9% 6 to 7% 4 to 5% 3 to 4% 
(assume 15% of employees) 

Exceeds job expectations 6 to 7% 4 to 5% 3 to 4% 2 to 3% 
(assume 35% of employees) 

Meets job expectations 4 to 5% 3 to 4% 2 to 3% 1 to 2% 
(assume 45% of employees) 

Below job expectations 2 to 3% 0% 0% 0% 
(assume 4% of employees) 

Unsatisfactory 1 to 2% 0% 0% 0% 
(assume 1% of employees) 


Within upper third, 
merit increase could 
be: (assume 20% of 
employees) 


Within 1° third of 
range, merit 
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LINKING BASE PAY TO PERFORMANCE 


Pay Delivery Matrix ...cont’d 
m= Based on competency and position in range (includes variable pay component) 


# The example below” specifies both variable pay awards (upper left) and base pay 
increases (lower right) based on the competency rating from the performance 
appraisal. Lower base pay increases to performers high in the range are offset by 
higher variable pay awards. 


High — Expert 


Position | “'d- 


: Competent/ 
In range | market rate 


Low — Learning 


Unsatis- Satisfac- Good Excellent Outstanding 
factory tory 


Rating 


= Based on results and competencies (includes variable pay component) 


# The example below** is used within a competency-based pay system. Increases are 
based on the assumption that greater competence will increase the future value of 
the employee. Base pay is primarily tied to competency and may be increased on 
an annual basis. This matrix pays for performance by linking the variable pay award 
to results delivered in the performance period. Organizations that use this approach 
will designate the actual base pay increase/variable pay amounts that coincide with 
this matrix based on the budget allocation and other variables. 


Results 


B 
V+ 

B 

V 


Competencies 


B = Base pay increase target 
V = Variable pay target 


* Reprinted with permission. Paying for Contribution by Duncan Brown and Michael Armstrong © 1999. 
Kogan Page Publishers 

** Reprinted with permission, AMACOM, American Management Association, © 1999. 
Aligning Pay and Results by Howard Risher 
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LINKING BASE PAY TO PERFORMANCE 


Distribution Guidelines and Calibration 


70 
60 
50 
40 
30 


Percentage 
of employees 


Rating 


(Performance against expectations) 


Distribution Guidelines and Calibration 


An issue that frequently arises when linking base pay to performance is the conflicting goals 
that the base pay program is expected to balance (e.g., pay for performance, cost of living, 
salary structure, pay vs. position in range). The costing process (reconciling the salary 
increase budget with the results of the performance appraisal) is a process of trial and error 
that continues until HR can balance the budget. Some of the tools and tactics that HR can 
use to do this include the following: 
® Distribution guidelines — Distribution guidelines are recommendations for managers to 
follow in rating employees. Although an evenly distributed bell curve may be desired, it is 
unlikely to occur in practice. Solutions such as forced ranking have faced legal 
challenges in attempting to force certain percentages of employees into certain rating 
categories. 
If distribution guidelines are administered properly, they allow managers to use limited 
salary increase budgets to provide meaningful rewards to high performers. 


How does your organization reconcile actual performance ratings 


with distribution guidelines and the salary increase budget? 
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LINKING BASE PAY TO PERFORMANCE 


Distribution Guidelines and Calibration ...cont’d 


= Calibration — A problem that organizations face in attempting to implement distribution 
guidelines is that managers may not follow them. One way to address this is by 
conducting calibration meetings. The meeting format, timing and participants will vary, 
but the goal is to reconcile the difference between the actual distribution of performance 
ratings and the distribution guidelines. In some cases, managers may be called upon to 
defend their ratings. A calibration meeting held in advance of the communication of 
ratings to employees allows time to reconsider ratings and to compare ratings across 
departments for consistency. 


Calibration meetings are not the only way to reconcile the budget with performance 
ratings. Managers may simply be held accountable for managing their individual salary 
increase budgets, subject to parameters established. 
f a i op fod 
if caliharsr een ( Oecok bo yawiefod y 
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LINKING BASE PAY TO PERFORMANCE 


Rewarding with Base Pay 


Advantages T Disadvantages 


m= Employee satisfaction = Does not reward group 
performance 


m Links behaviors to objectives 
m Requires sound appraisal 


m Rewards performance | system 
= Clarifies expectations | = Motivational value is 
debatable 


= Difficult to allocate budgets 


m May promote entitlement 
mentality 


Rewarding with Base Pay 
Although merit continues to be a popular method of determining pay increases, the 
advantages and disadvantages of this approach should be assessed before linking base 
pay to performance. 
= Advantages 
@ Helps improve employee satisfaction 
@ Works well when rewarding behaviors linked to organizational objectives 
@ Rewards performance 
¢ Clarifies expectations 
= Disadvantages 
# Rewards individual performance, not group performance 
# Depends upon a sound performance appraisal system 


@ Motivational value is debatable; may discourage average or below-average 
performers 


¢ Difficult to allocate fixed merit budgets 
@ May promote an entitlement mentality 
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LINKING BASE PAY TO PERFORMANCE 


Base Pay Success Factors 


m Senior management support 


Capable managers/ raters 


Efficiency / effectiveness 


Competitive pay structures 


Effective communication 


Base Pay Success Factors 
The following factors will help to assure a successful base pay program: 
= Senior management support 
¢ Involved in design and implementation 
# Program aligned with organizational culture 
m= Managers/supervisors capable in performance management 
¢ Supervisor/subordinate trust levels 
@ Managerial fortitude 
# Coaching and mentoring skills 
# Calibration 
= Efficient/effective program 
@ Clear pay to performance linkage 
@ Measurable performance differences 
¢ Cost-effective program; easy to administer 
@ Effective performance appraisal tool 


Competitive pay structures 

# Width of salary ranges conducive to program requirements 
Effective communication 

# Program understood by users and stakeholders. 
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LINKING BASE PAY TO PERFORMANCE 


| 


Variable Pay 


# Definition 


m Types 
@ Short-term 
= Incentives 
= Bonuses 
¢ Long-term 
= Cash-based 
a Equity-based 


Variable Pay 


Variable pay is, by definition, a performance-based pay approach. Variable pay programs 
allow organizations to use one-time payments to motivate performance, alleviating the 
long-term salary costs associated with base pay increases. 


= Definition — Rewards are based on individual, group or organizational performance rather 
than on time spent on the job or the value of the job. 


m Types 
@ Short-term — rewards based on the attainment of short-term (less than one year) results 
= Incentives are delivered through plans that predetermine a performance and 
reward schedule. Examples: 
¢ Objective-based plans — incentives that link performance to predetermined 
objectives (e.g., MBO plans) 
¢ Commissions — predetermined cash incentives for the sale of products 
or services 
¢ Profit-sharing — rewards based on profits; distribution typically egalitarian; 
formula usually based on a “pay shareholders first” philosophy; typically 
objective-based 
¢ Gainsharing — incentive program designed to share the results of productivity 
gains with employees 
¢ Performance sharing (aka goal sharing) — rewards based on performance; 
distribution typically egalitarian; performance defined by various criteria (e.g., 
quality, innovation, customer service, productivity); typically objective-based 
= Bonuses are delivered after the fact, based on a judgment of performance 
(e.g., recognition or spot awards). 
¢@ Long-term — rewards based on the attainment of long-term (longer than one year) 
results 
= Cash-based (e.g., multi-year performance plans) 
» Equity-based (e.g., stock options, stock appreciation rights [SARs] and various 
types of stock awards) 
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LINKING BASE PAY TO PERFORMANCE - VARIABLE PAY 


Rewarding With Variable Pay 


m May discourage teamwork 


Advantages 


= Motivates future performance 


m@ Aligns individual/ | | & Difficult to administer/budget/ 
organizational goals } | measure 
= Creates link to productivity m Encourages short-term vision 


= Differentiates rewards 


@ Reinforces 
performance culture 


Rewarding With Variable Pay 


There are many arguments for motivating individuals with variable pay. Some of the 
advantages and disadvantages of using variable pay to motivate performance are listed 
below. These apply regardless of whether the variable pay program is used in conjunction 
with a merit increase program. 
= Advantages 

@ Motivates future performance and behaviors 

¢ Aligns individual goals and objectives with organizational goals and objectives 

# Creates a strong alignment between productivity, costs, revenue and performance 

¢ Differentiates the rewards paid to performers and nonperformers 


@ Reinforces a performance culture 


= Disadvantages 
@ Depending on design, variable pay can discourage teamwork. 


¢ Variable pay programs tend to be difficult to administer; tracking performance can 
be a challenge. 


¢ Difficult to budget; variable pay means variable costs 
# Encourages short-term vision 
@ Requires management commitment and sound measurement system 
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LINKING BASE PAY TO PERFORMANCE — VARIABLE PAY 


Variable Pay Success Factors 


m Focus 
@ Alignment 
m= Culture 
= Motivation 


mw Reinforcement 


Variable Pay Success Factors 


The ultimate goal of variable pay is to improve organizational performance. Variable pay is most 
successful in influencing organizational performance when the following conditions are present: 
m Focus 

@ Key tasks/accomplishments that employees must perform are clear 


@ Line of sight exists showing how employee performance contributes to organization 
performance 


@ Success is defined clearly through specific performance objectives or measures 
= Alignment 

¢ Goals cascade from the organization to the business unit to the individual 

@ Organizational success and individual performance are linked and emphasized 


= Culture 
@ An achievement-oriented environment exists 


¢ Work is designed in a way that encourages employees, either individually or in teams, 
to see how their performance contributes to organizational success 


= Motivation 


¢ Variable pay is used to foster engagement and provide feedback, enabling employees 
to see how they make a difference 


# Change is encouraged using the pay/reward lever 
# Continuous improvement is emphasized 
= Reinforcement 


¢ Variable pay communicates explicitly the commitment by the organization to employees 
and provides an opportunity to share rewards based on the success of the organization” 
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LINKING BASE PAY TO PERFORMANCE — VARIABLE PAY 


Long-Term Incentives — 
Rewarding with Equity 


m Align management/employees 
with shareholders 


@ Build motivation 
m Conserve resources 


= Wealth creation 


Long-Term Incentives — Rewarding with Equity 
Organizations use equity to reward their employees for a number of reasons, including: 


= Align management/employees with shareholders — Employee interest in the 
organization’s profitability and success often is limited to the desire for job stability. 
Equity rewards help to create an ownership culture in which employees take a greater 
interest in the factors driving business success. It should be noted that many employees 
sell their ownership interest as soon as the rules and regulations allow them to do so. 


= Build motivation — Many components of the total rewards package can be used to 
motivate employees. Money is one of the most powerful motivators available. Equity 
rewards programs offer employers effective methods to motivate employees financially. 


m™ Conserve resources — In many cases, equity rewards, such as stock options, allow 
companies to provide competitive compensation without depleting other assets, such 
as cash. 


= Wealth creation — The actual realized gain can create significant opportunity for 
employee wealth creation. 
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LINKING BASE PAY TO PERFORMANCE —- VARIABLE PAY 


Should Performance Be Linked 
to Base Pay or Variable Pay? 


m Base pay only — Limits expense; pay 
for performance unclear; less flexibility 


m™ Variable pay only — Addresses ratings 
inflation; retains motivational factor; 
may hurt retention 


m Base pay and variable pay — Uses all 
available tools; may cost more 


Should Performance Be Linked to Base Pay or Variable Pay? 


One of 


the fundamental questions to ask when linking pay to performance is whether to 


link performance to base pay, variable pay or both. 


m Base pay only 


+ 
Aran ib ged + 
AyeS Onn or} 
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Limits expense — The performance-related payroll expense is limited to salary 
increases. 

Pay for performance unclear — The link between pay and performance becomes 
unclear over time; base pay increases become entitlements 


Less flexibility — The expense associated with a base pay increase is permanent; 
there is no flexibility to pay only when performance meets expectations 


able pay only 

Addresses ratings inflation — Delivering pay for performance through variable 
pay alone may help to address ratings inflation in performance appraisals, 
resulting in more accurate and honest documentation of performance; under this 
application, base pay is increased solely on cost of living, market adjustments or 
other non-performance related factors. 


Retains motivational factor — Any increase in pay is directly related to current 
performance 


May hurt retention of top performers — Lack of differentiation in base pay may 
create challenges in retaining top performers 


m= Base pay and variable pay 


4 


¢ 


Uses multiple compensation tools — Utilizing multiple methods to reward 
performance takes advantage of all of the compensation tools available to link pay 
to performance. 


May cost more — Delivering performance-based pay through all channels can 
result in higher payroll costs overall. 
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Variable Pay and Business Strategy 


m Operational excellence 
m Product/service leadership 


= Customer intimacy 


Variable Pay and Business Strategy 


The following are examples of variable pay that may be used under different business 
strategies: 


m= Operational excellence 

@ Gainsharing 

# Productivity incentives 
m Product/service leadership 


@ Individual or group incentive plans for sales from new products/services, 
market share, speed to market, etc. 


= Customer intimacy 
@ Customer satisfaction incentives 


# Customer guarantee rewards. 


What variable pay programs are being used by your organization? 


Do they complement your business strategy? 
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Motivating with Other 
Rewards — Recognition 


= Complement the performance management system 
m Recognize behaviors that translate into results 


= Align with other components of the performance 
management system 
= Generate differing results 
@ Formal recognition — role models 
@ Informal recognition — sense of accomplishment 


@ Verbal recognition — motivational 


Motivating with Other Rewards — Recognition 

Recognition provides employers with an effective means of reinforcing desired behaviors. 
Although recognition is “after-the-fact,” it encourages employees to repeat desired 
behaviors and/or to emulate those they see in other employees who have been recognized. 
Recognition programs: 


= Complement the performance management system — Recognition programs are the 
exclamation point at the end of the performance management statement. They are a 
valuable tool that allows employers to express their gratitude for positive behaviors. 


= Should recognize behaviors that translate into positive organizational results — 
Although some behaviors may be notable, they may not contribute to the bottom line. 
The emphasis of the recognition program should be to stress “bottom-line behaviors.” 


= Should be aligned with other components of the performance management 
system — The behaviors that are rewarded by the recognition program should be the 
same behaviors rewarded by merit pay, variable pay, etc. 


= Generate differing results — Depending on the type of recognition program utilized, the 
organization’s results may differ. 
¢ Formal recognition creates role models 
# Informal recognition fosters a sense of accomplishment 


# Verbal recognition reinforces organizational culture; additionally, it serves as a 
powerful motivator to “refuel” individuals in an environment where promotional 
and/or career opportunities may be limited. 


tates plac Arving Mon hoary IAGE 


Adapted with permission, CCH Incorporated © 2000. Rewards and Business Strategy: People, Pay and 
Performance by Howard C. Weizmann and Jane K. Weizmann of Watson Wyatt Worldwide 


GR5 @ 5.26 


© WorldatWork. All rights reserved. 


MOTIVATING WITH OTHER REWARDS 


Recognition Program Success Factors 


m™@ Public 


m@ Aligned with the culture 


m Given in moderation 
@ Credible 


= Associated with top performance 


Recognition Program Success Factors 


In addition to the factors noted earlier, recognition programs should be designed to 
maximize employee satisfaction. Individuals are satisfied with rewards when they place 
a high value on those rewards. To create value for recognition rewards, the rewards 
should be: 


= Public — Caution should be taken, however, to ensure that the recipient and the culture 
are receptive to public recognition. 


= Aligned with the culture — The recognition program, as with the overall performance 
management program, must be aligned with the organization’s culture. 


= Given in moderation — Rewards given too frequently can diminish in value or worth. 
The exclusivity of a given reward enhances its value. 


= Credible — The rewards process must be credible. Employees must perceive that a fair 
and impartial process is being utilized to allocate rewards. 


= Associated with top performance — Recognition should call attention to the 
organization’s best and brightest. If it is not clear who the top performers are, 
the act of recognition has not achieved its purpose. 
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example 


objectives 
and results 


‘Throughputs’ 
competencies 
Inputs: Base job requirements 


Performance Rewards Strategy 


] Profit-sharing 


Recognition 
awards 


Individual 
bonus 


Base pay 
increase 


Base pay 


Example — Performance Rewards Strategy 


In the above example, an organization is graphically illustrating its strategy for rewarding 
performance. The company is using a combination of rewards, rather than relying entirely 


on merit increases or variable pay. 


Left-hand side of visual 


m Interlocking aspects of company performance supported by team of individual 


performers 


= Individual performance in the lower triangle relates to job tasks and responsibilities and 
application of employees’ competencies to achieve the desired individual results. 


Right-hand side of visual 


= Different facets of the reward strategy are used to reinforce performance at different 
company levels. Base pay is determined by individual competence and contributions, 
and variable pay is determined by individual results against objectives. To reinforce 
collective performance and avoid any damaging effects on teamwork, the organization 
also utilizes recognition awards. A organizationwide profit-sharing program reinforces 
inter-team and cross-company performance and gives everyone a share in the success 


of the business. 


Reprinted with permission. Paying for Contribution by Duncan Brown and Michael Armstrong © 1999. 
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Can You? 


Explain the relative importance of rewards to employees. 


Describe the methods used to link base pay to 
performance, the options available for determining base 
pay increases and the advantages and disadvantages of 
rewarding with base pay. 


Describe the variable pay options available, the use of 
variable pay to reward performance and the advantages 
and disadvantages of rewarding with variable pay. 


Explain the use of other rewards to motivate performance. 


Identify appropriate rewards to use at different 
organizational levels. 
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Module Quiz 


1. Which of the following is most commonly found at the top of the list of factors that 
motivate employee performance? 


A. Benefits 

B. Compensation 
C. Work-life 

D. Clear objectives 


2. Which of the following can be accomplished by an organization’s compensation 
program? 
A. Drive behavior toward results 
B. Define the business strategy 
C. Determine organizational culture 
D. Establish employee commitment 


3. What is the purpose of a pay delivery matrix? 
A. To determine the market rates for jobs 
B. To identify the minimum and maximum of the salary range 
C. To provide managers with guidelines for determining pay increases 


4. What is one of the disadvantages of rewarding with variable pay? 
A. It motivates future performance rather than past performance. 
B. It focuses the organization too heavily on financial measures. 
C. It weakens the alignment between productivity and performance. 
D. It can be difficult to administer programs and track performance. 


5. Which of the following is most likely to be used to directly motivate performance? 
A. Flexible work arrangements 
B. Recognition programs 
C. Convenience services 
D. Benefits 
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Module 6 


Performance Management 
System Evaluation 


Introduction 


Performance management is a continually evolving process. A key part of this evolution 
is the periodic analysis, review and redesign of the performance management system. In 
many cases, an outdated system will remain in place, even though it is no longer 
effectively linked to the strategic objectives of the organization. In some cases, there is 
no system at all, with organizational performance being driven by the influence of 
external factors and the assumption that employees are doing whatever is necessary to 
sustain the business. 

Module 6 presents a process for assessing the success of the performance management 
system. The module will present the questions to ask in evaluating a system and identify 
the key elements that need to be in place to ensure that a system is complete. 


Objectives 


By the conclusion of this module, you will be able to accomplish the following: 


1. Describe the issues involved in assessing the performance management system 
and the methods to collect data. 


2. Describe the legal framework for performance management. 


Identify and explain the steps involved in performance management system 
implementation. 


GR5 @ 6.2 


© WorldatWork. All rights reserved. 


Performance Management 
System Analysis 


Evaluation/Assessment 


Performance Management System Analysis 


Organizations should regularly assess the effectiveness of existing performance 
management systems. Is the system still aligned with organizational objectives and 
business strategy? Are performance objectives and measures still relevant and 
meaningful? This first section will present some of the issues and steps involved in the 


analysis process. 
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ANALYSIS OF CURRENT SYSTEM 


Data Collection 


= Quantitative 
¢ Direct link 
@ Indirect link 
@ Qualitative 
@ Personal interviews 
@ Focus groups 


@ Opinion surveys 


Data Collection 


The analysis process initially involves data collection. What results is the performance 
management system generating? What are the employee and manager/rater opinions 
of the current system? What is the current distribution of performance ratings? 


= Quantitative 
Direct link — Can the results of the performance management system be clearly 
linked to improvements in measures of organizational success? 
Indirect link — Is it reasonable to assume that results of the performance 
management system contribute to improvements in measures of organizational 
success? 


= Qualitative 
¢ Personal interviews 
= Identify different target groups to achieve a cross-section of perspectives. 
What are perceptions of the current system? 
What would an ideal system look like? 
¢ Focus groups 


= To validate data collected in personal interviews and to obtain additional, 
specific data, focus groups may be conducted. The focus group helps to 
clarify user needs and expectations, although it may not necessarily be 
representative of the broader population. 
@ Opinion surveys 
= Tocollect information from a larger sample, opinion surveys can be used. 
Opinion surveys can be tailored to specific issues of concern and the results 


can be reasonably reliable if the sample population is large enough, is 
randomly selected, and is representative of the broader population. 
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ANALYSIS OF CURRENT SYSTEM 


Performance Management 
System Audit 


@ Cultural fit 


m System focus 


Performance Management System Audit 


The analysis of a performance management system can be a major task, whether auditing 
a current system or assessing the value of a new one. To address this, it may help to break 
down the analysis, auditing individual components of the system separately. The following 
outlines some of the key areas to examine and questions to ask: 


= Cultural fit — How compatible is the performance management system with the 
organization’s culture? 
= System focus — What should be the system’s primary focus or objective? 


# Consequence focus — The system uses past performance to justify 
personnel actions. 
m Pay increases 
= Promotion 
Retention 
Termination 
Removal of probation 


# Development focus — The system uses past performance to address 
future individual needs. 


= Performance improvement 
a Skills training 

= Career growth 

= Coaching 


Should the performance management system assess historical 
performance or promote future performance? 


Note: A performance management system assessment is included in the Appendix. 
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ANALYSIS OF CURRENT SYSTEM 


———— 


Performance Management 
System Audit ...cont’d 


m Design 
@ Supports organizational objectives? 
@ Linked to rewards? 
@ Clearly defined objectives and measures? 
@ Legally defensible? 
= Implementation 
¢ Fairly and consistently administered? 
@ Users well-trained? 


¢ Users motivated to follow through? 


Performance Management System Audit ...cont’d 


m Design 


# How well does it support the organization’s objectives? 


--ethUh Ooh OH OH 


oe¢--ethU Hh OH 


How well is it linked to the organization's critical success factors? 

How is it linked to rewards? 

How well does the system define clear and specific objectives and measures? 
Does it motivate the right behaviors? 


How well does the system relate to job responsibilities and performance 
expectations? 


How effectively does it encourage coaching and personal development? 
Is the system legally defensible? 
How easy are the appraisal tools to use? 


How objective and clear are the evaluation criteria? 


= Implementation 


¢ 
4 
4 
4 


Is it fairly and consistently administered? 
How well are the users of the system trained? 
How skilled are the users in implementing the system? 


How motivated are the users to follow through on system requirements? 
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Facilitating Legal Compliance 


A performance appraisal should: 
Be based on a job analysis 

Define dimensions behaviorally 
Be simple 


Be supported by manager training 


Provide for upper management review 


Contain no surprises 


Provide an avenue for appeals 


Facilitating Legal Compliance 


Performance management systems and the performance appraisal, in particular, must be 
designed, implemented and monitored for compliance with applicable legal requirements. 
The legislation affecting performance appraisals is primarily related to fair employment 
practice and discrimination. There is no guarantee that an organization's performance 
management system will be immune from legal challenge. There are, however, proactive 
steps that the organization can take to help ensure legal compliance. The following 
questions should be asked when assessing the performance appraisal: 


= Is it based on a job analysis? Focus more on behaviors and results than on 
competencies; job analysis may be formal or mutually determined by employee and 
manager within the performance appraisal process. 


= Does it include performance dimensions defined in behavioral terms? Whenever 
possible, performance should be evaluated based on clear, objective, observable data; 
ratings should assess frequency of performance, rather than absolute judgments. 


= It is simple to understand and administer? Provide clear, specific directions to raters; 
assess job requirements and performance against objectives in a simple and 
straightforward manner. 


Reprinted with permission, AMACOM, American Management Association, © 1996. The Complete Guide 
to Performance Appraisal by Dick Grote. 


GR5 @ 6.7 


© WorldatWork. All rights reserved. 


Facilitating Legal Compliance ...cont’d 


m@ Is it supported by adequate manager training? 
@ Review implementation regularly and audit for discrimination 
# Train managers in accurate assessment techniques 
@ Train managers to conduct effective appraisal discussions 


= Does it provide for upper management review? Include a review and approval by 
the rating manager’s supervisor prior to the review date. 


= Does it contain no surprises? Employees should be well aware of any performance 
issues prior to the appraisal. 


= Does it provide an avenue for appeal? 
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Auditing Rating Scales 


m Levels 

m Reliability 

= Validity 

Central tendency 
Purpose of scale 


Outcome 


Distribution 


Auditing Rating Scales 


The following are questions that might be asked when auditing the ratings scales 
used in a performance appraisal: 


Levels — How many levels does the scale need to differentiate performance/rewards? 


Reliability — How reliable are raters across the organization in judging objectives? 
Are ratings consistent? 


Validity — How valid is the appraisal tool? Does it measure what it is intended to 
measure? 


Central tendency — How much central tendency is permissible in rating applications? 
Purpose — What is the purpose of using the rating scale? 


Outcome — What is the end result of using a rating scale? Does the outcome support 
the performance management system? 


Distribution — What is the ratings distribution? How is it skewed? 
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Annual Audit of Performance 


Management System 


Improvement 


1. Planning Performance 


A. 
B. 
C. 


Appraisals are job specific 
Appraisals are based on job analyses/descriptions 


Performance management system addresses key 
organizational performance priorities 


Both results and how results were obtained are measured 
in the system 


The important weights of the key aspects of performance 
are documented and communicated 


Performance expectations/objectives are established for the 
rating of performance 


Employees receive a copy of their performance plan at the 
beginning of the performance period 


2. Managing Performance 


A. 


B. 


C. 


Supervisors are accountable for and provide ongoing 
feedback to employees 


Supervisors are trained on how to coach/council employees 
toward improved performance 


Ongoing feedback is well documented by supervisors during 
the appraisal period at the beginning of the performance 


There is a common method and guidelines for documenting 
performance during the appraisal period 


Giving positive as well as negative feedback is 
encouraged 
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Satisfactory Strength 


ANNUAL AUDIT OF PERFORMANCE MANAGEMENT SYSTEM 


Improvement 
Needed Satisfactory Strength 
3. Appraising Performance 


A. Employees receive a written performance plan [ ] [ ] [ ] 
at the beginning of the performance period 


B. Supervisors are trained to administer the performance plan [ ] [-] [ ] 
at the beginning of the performance management program 
including: 


— Forms 


— Rating scales 


— Providing ongoing coaching and feedback 


[ 
[ 
— Conducting a midyear and annual appraisal discussion [ 
[ 
— Linking pay to performance [ 

[ 


C. The system requires documentation of performance which 
is either above or below expectations 


D. The rating scale used in the system has an appropriate [ ] [ ] [ ] 
number of levels 


E. The rating scale used in the system effectively defines [ ] [ ] [ ] 
levels of performance 


F. Appropriate parties are included when gathering [ ] [ ] [ ] 
performance information. 


- Self-Appraisal 

- Team/Peer Appraisal 

- Subordinate Appraisal 
- Internal Customer Input 


- External Customer Input 


G. Employees have an opportunity to respond to appraisal in ae [ ] [ ] 
writing and verbally 

H. Supervisor's ratings are periodically audited to minimize [ ] [ ] [ ] 
rater bias 

|. Acounseling system is in place to handle disagreements, [ ] [ ] [ ] 


appeals, or performance problems 


J. The performance management system is integrated with [r4e] [ ] [ ] 
the counseling system 


Action areas and plans 
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ANNUAL AUDIT OF PERFORMANCE MANAGEMENT SYSTEM 


Improvement 
Needed Satisfactory Strength 
4. Developing Performance 


A. Documented action plans to address performance problems [ ] [ ] [ ] 
and development opportunities are utilized in the system 


B. Development opportunities are provided and encouraged a [ ] [ ] 


C. Both employee and supervisors are accountable for [ ] [ ] [4] 
addressing development needs 


D. Developme; plans and progress are monitored and [ ] [ ] [ ] 
documented during the performance period. 


5. Rewarding Performance 


A. Pay and performance are effectively linked in the system [ ] [ ] [ ] 

B. The system provides meaningful rewards for different [ ] [ ] [ ] 
levels of performance 

C. The link between pay and performance is effectively [ ] [ ] [ ] 
communicated to employees 

D. The reward system creates value for the organization a [ ] [ ] 


6. System Effectiveness 


A. The system is understood and supported by senior | ee [J 
management 

B. The system is understood and supported by department/ [ ] [J [ ] 
unit managers 

C. The system is viewed as simple and easy to administer [ ] [ ] [ ] 

D. Appraisals are completed and given on schedule [ ] Ly [: 4] 

E. The system is viewed as being effective by employees [ ] [7° [ ] 

F. The system is viewed by management and supervisors as [ ] Eu [ ] 
a tool to improve individual and organizational performance 

G. The forms contain good instructions and an effective layout [ry [ ] [ ] 

H. The system includes a detailed supervisor’s manual [ ] [ ] [ ] 


|. | The system is supported by an official policy on [ ] [ ] [ ] 
performance management 


Action areas and plans 
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_Can You? 


m Describe the issues involved in 
assessing the performance management 
system and the methods to collect data. 


m Describe the legal framework for 
performance management. 


m Identify and explain the steps involved 
in performance management system 
implementation. 
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Module Quiz 


Ms 


A 


performance management system has a consequence focus if it is used for which 


of the following? 


A. 


A 


Pay increases 


B. Performance improvement 
C. 
D 


Skills training 
. Coaching 


performance management system has a development focus if it is used for which 


of the following? 


A. 


Retention 


B. Termination 
C. 
D 


Pay increases 


. Skills training 


To help facilitate legal compliance, HR should ensure that the performance appraisal 
does which of the following? 


A. 


Focuses on competencies 


B. Includes an employee self review 
C. 
D 


. Provides for an employee peer review 


Includes adequate manager training 
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Team Type Characteristics 


There are distinguishing factors that differentiate team types. 


= Commitment: Are team members dedicated full- or part-time to the team? 
= Duration: Does the team exist permanently or on a short-/long-term basis? 


= Operation: Do team results depend on individual contributions or a 
collaborative/collective effort? 


— Collective means the members are interchangeable. Collaborative means 
the members operate as experts. 


= Outcome: Are team results shared or individual? In other words, who is to blame 
if the team fails? Individual team members or the entire team? 


= Direction: Do team members report to a team leader and/or to others outside of 
the team? 


GR5 @ APP 2.1 


© WorldatWork. All rights reserved. 


Types of Teams 
Duration of | Degree of Team T Missi 
Membership | Commitment Members lead 
Do the work of the ErOCass eam 
Permanent | Full-time Similar KSAS* me Work team 
organization 
Customer Svc Call 
Part-time Committee 
(on-going Varied KSAS (Steering, safety 
assignment) newsletter, etc.) 
Full-time (time Dastannew Project team 
for duration of | Varied KSAS g Product 
; systems 
project) development 
partie Varied KSAS Improve existing Parallel team 
process/programs | Task team 


*KSAs = Knowledge, skills and abilities 


Plan, coordinate, 
communicate 


Definition of the team’s duration (length of time team is in place): 


= Permanent: a team performs ongoing work or is expected to function in its current 
form for an extended period of time, usually more than one business cycle. 


m™ Temporary: a team’s work can be accomplished in a defined period of time, 
typically one business cycle or less. 


Nature of team member participation defined: 


= Full-time participation by team members: members are committed to the team 
on a full-time basis. The team works collaboratively and members are selected 
based on their distinct skills and competencies. The outcome is judged as a whole, 
on a team basis, rather than individually. At issue is direction for the team 
members. There is the natural leadership dynamic created by having a team 
leader, project 
sponsor and the team member's traditional boss. 


= Part-time participation by team members: team members perform as a part-time 
team while continuing their regular assignments. The challenge (for the team 
leader) of this team type is to engage its members in the team objective and 
goal while they have their commitment to their regular job and supervisor. 
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Types of Teams ...cont’d 


Full-time Part-time 
Participation Participation 


Permanent Team Process, common customer Specific issues, 
or product communication and 
coordination vehicle 


Temporary “eam Urgent issues, service Task force, ad hoc, 
problems, skunk works, work redesign 
new systems 


The combination of the duration of the team (permanent or temporary) with the nature 
of team member participation (full-time or part-time) helps to define the type of team. 


The only team that is typically viewed as an organizational unit is the permanent, 
full-time team. 


Team members are assigned full-time to work centered around a collective work 
process. The team members are dedicated to the mutual goals of output (production 
or service), customer satisfaction and continuous quality improvement. The outcome 
is shared because the team is judged as a whole, rather than individually. The team’s 
direction is clear since the team has one boss, the team leader. 
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(blank) 
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Exercise — Appraising The Appraisal 


Break into groups of three to five and answer the following questions, using one of the 
sample performance appraisals on the following pages. If group participants brought 
sample copies of one of their company’s performance appraisals, those may also be used. 
(Make assumptions about company objectives if necessary.) After 10 to 15 minutes, the 
instructor will facilitate a discussion of the results. 


m™ Ils there a clear connection between organizational objectives and the performance 
appraisal? Explain. 


= What components (e.g., main body, summary rating, performance development plan) 
are included in the appraisal? Are they adequate? Was anything left out that should 
have been included? 


m What type of rating scale is being used? What are the advantages and disadvantages 
of this scale? 


m What evaluation approaches are being used? 


m™ Is the appraisal simple to understand and administer? 


= Will high performance on this appraisal translate into positive results for the 
organization? Explain. 
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SAMPLE PERFORMANCE DEVELOPMENT PLAN — PALMETTO 
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SAMPLE PERFORMANCE DEVELOPMENT PLAN — PALMETTO 
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SAMPLE PERFORMANCE DEVELOPMENT PLAN — PALMETTO 


Leader’s Comments: 
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UNIVERSITY OF CALIFORNIA, BERKELEY 


Note: Appropriate for all classifications except CUE-represented employees; particularly suitable for 
professional, analytical, technical, and research staff positions. Do not use for CUE employees pending 


farther notice. 
UNIVERSITY OF CALIFORNIA, BERKELEY 
Performance Evaluation 


Length of time you have supervised employee: 
Year: Months: 


FUNCTIONAL AREAS OF RESPONSIBILITY 
List below the essential functions of the position, and/or projects for which the employee is evaluated: 


Rating Standards 


Unacceptable Work performance is inadequate and inferior to the standards of performance required for the 
position. Performance at this level cannot be allowed to continue. 


Improvement Needed Work performance does not consistently meet the standards of performance for the position. 
Serious effort is needed to improve performance. 

Meets Expectations Work performance consistently meets the standards of performance for the position. 

Exceeds Expectations Work performance is consistently above the standard of performance for the position. 

Outstanding Work performance is consistently superior to standards required for the job. 

Not Applicable The employee is not required to perform in a specific rating factor, and it cannot be measured. 


FACTORS 


Responsiveness to Requests 
For Service 


Source: University of California, Berkeley 
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UNIVERSITY OF CALIFORNIA, BERKELEY 


"> RATING FACTORS. 


With Co-workers 
| | With Supervisors 


With Other Faculty, Staff 

Students, and/or Communit 

Team Participation 

Written Expression 

Oral Expression 
a Shares Information Willingly 


Tact and Diplomacy 


Team Contributions 


Commitment to Team 
Success 


Streamline Processes 
Open to New Ideas and 
Approaches 


Initiative 


Planning and Organization | 
Flexible/Adaptable 


Follows Instructions 


Challenges Status Quo 
Processes in Appropriate Ways 
Seeks Additional Training 

and Development 


Attendance 


Priority Setting 


Amount of Work 
Completed 


Work Completed on 
Schedule 
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UNIVERSITY OF CALIFORNIA, BERKELEY 


"RATING FACTORS 


Supervisory/Leadership Skills (Applies only to employee who is a Manager, Supervisor, or Lead) 


Support of UC Diversity 
Efforts/Programs 
as Trains and Develops Staff 


Properly Aligns Responsibility, 
Accountability, Authority 


Evaluates Staff Regularly 
Faces Performance 

Problems Squarely 

Supports Responsible Risk 
Taking 

Controls Costs and Maximizes 
Resources 


Instills Pride in Performance, 
Service, Innovation, and Quality 


Sets High Standards for Self, As 
Well as Others 


Employs Broad Institutional 
Goals in Evaluating Unit 
Effectiveness 


Supports Useful Debate and 
Disagreement 


Welcomes Constructive 
Criticism 


Fosters Respect for Facts, Data, 
and Objective Analysis 


Uses Analytical Tools and Models 
for Process Improvement 


Sets Specific Goals for Simplicity, 
Productivity, and Process 
Improvements 


Supports Experimentation and 
Brainstorming That Leads to 
_Innovation and Learning _ 
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UNIVERSITY OF CALIFORNIA, BERKELEY 


[_] Unacceptable 


Work performance is 
inadequate and inferior 
to the standards of 
performance required 
for the position. 
Performance at this 
level cannot be 
allowed to continue. 


[| Improvement — 


Work performance 
does not consistently 
meet the standards of 
performance for the 
position. Serious 
effort is needed to 


improve performance. 


| 


Overall Performance Rating 


‘I Meets : > 


_ Expectations 


Work performance 
consistently meets 
the standards of 
performance for the 
position. 


Work performance is 
consistently above the 
standard of 
performance 

for the position. 


Place an X in the box above that describes the employee’s overall performance rating. 


Supervisor’s Comments 


(Additional comments may be attached) 


Actions Plans/Training and Development Goals 
(If applicable, summarize any specific projects, performance objectives, or training and development for the next review period) 


Employee Comments/Reactions ; 
(Optional. If employee wishes to do so, any comments concerning the appraisal may be indicated in this section, or by an attachment) 


Employee Signature 


Date 


J cea Outstanding. ©: 


Work performance is 
consistently superior 
to the standards 
required for the job. 


I have read and discussed this evaluation with my supervisor and I understand its contents. My signature means that I have been 
advised of my performance status and does not necessarily imply that I agree with either the appraisal or the contents. 


Supervisor 


Signature 


Reviewer 


Signature 


= 
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UNIVERSITY OF CALIFORNIA, BERKELEY 


Prepare in duplicate 
Original-Employing Dept. File 
Copy to the Employee 


Employee Name Department : Division 
Payroll Title (Class) Date Hired Length of Years Mos Period covered by this evaluation 
time in FROM TO 
present job 
Length of time you Years Mos 


Supervisor’s Name Supervisor’s Payroll Title 
have supervised this 
employee 


May Be Used For Any Classification 


PERFORMANCE. EVALUATION CHECK ONE Superior 
UPER 128 (R7/88) More than Satisfactory 
Retn: Office of Record: 5 Years After Separation Satisfactory 
Other Copies: 3 - 5 Years After Evaluation Improvement Needed 
biuicauanae’ 4 


*Job Responsibilities for Period of Evaluation Comments and Objectives 


*Each supervisor and member of the University Management Program who has direct responsibility for meeting established commitments to equal 
employment opportunity and affirmative action goals shall be evaluated on his/her good faith efforts in these areas. 
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UNIVERSITY OF CALIFORNIA, BERKELEY 


Overall Evaluation Unsatisfactory Improvement Needed Satisfactory More than Satisfactory Superior 


Future Plans and Actions 


Your signature indicates neither agreement nor disagreement with the 
evaluation, but it does indicate that you have read the evaluation, and it has 
been discussed with you. If you wish, you may comment in the space below. 


Signature of Immediate Supervisor 


Employee’s Signature Date 
Department Head Signature 


Employee Comments 
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Example — A Competency Matrix 
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EXAMPLE — A COMPETENCY MATRIX 


¢ Jo 7 aBeg 


o0p'90-1¢-¢ Yo xe Aouajeduio2’ AD Md\suemms0q “tasks WAM) VON g AD Md\ S40 AO qn\s}09| forg JOTI g-W0 Nl ap"syo9| forg “‘JOTIG\setouajedu0D-yH\pareys VD 


‘suoneordun jeso] pur ‘sontpiqel| 
‘SYSLI SsoJppke 0} papsouU s2omMosol 
pue spoUsUl SY} SUTULIO}9p 

©} Ajljige Ue Soye.YSUCWOp 

pure ‘sort[iqet] pur syst xopdutos 
SUIZTMTUTU UT puke UOT RI|STUTUIpe 
yoeruos ul astyJedxe "q"'S. 

Aydde 0} Aytyige ue soye.nsuoulep 
pure ‘saTAtjoe UOT}ON.ASUOD 

PUL SOULUDIUTEUI SHIOAA ST[QNG 
UT peafoaut suoyeorydun Ayer] 
pur syst xafduios jsour at 
AJQUEPT O} AT]IGe Ue soyeSUOUIE”] 


“sula{qoid [eda] Sursssippe 

UL [2SUNOD YYLM JeJUOD 0} AyIe 
ue SoyeSUOUIAp pur ‘sort]Iqery 
pure SSH poyersosse SUIZTUTUTUI 
ut astyiedxe “q"— Atdde 04 Ayyiqe 
Uk SojyeISUCLEp pur ‘soTLANR 
UOT}ONASUOS puUe sdUUDJUTEUI 
SHIOM OTIQN Ul PaATOAuT 
suotweotfdunn Ayyiqet] pue systI Jo 
aduel [Ny at AyQUApT oO} ATTIge ue 
SISeq [PUOISIAIP & UO SoyeISUOUIAC] 


“surayqoid 

[e39] SuIssosppe Ul [PSUNOd YIM 
JgJUOS 0} AYTTIGe UR saye.I]sUOTLIOP 
pUv {SOrI[IQeI] PUR SYST poye1oosse 
SuIZTUNTUTU UT astyadxe “y"D 
Ajdde 0} Aytyiqe ue soyesuoulsp 
pur ‘sonIAoe UOTTUysuOD 

PUP SOULUOIUTRUT SHO AY, 

oyqnd ut peajoaur suoreortdurt 
AVIQEY] Pur syst Jo asues [[Ny ay) 
AJQUSpt 0} AUTIQe Ue sayeIsUOUID] 


*Jasunos 
0} suus|qoid [eda] UOWUIOD 

JoJo1 0} AyyIqe ue soyeIsuOUIOp 
PUL ‘soIII]IQeI] PUL SYSTI Poyeldosse 
SUIZTLUTUTL Ut astyadxe “q"O 
Ajdde 0} Aytyiqe ue sayersuiowep 
pur ‘sortAtjoe UoTIoMLsUOS 

PUP SOUPUJUTEUL S¥IO AA 

dT[QNg Ul peaToaut suoreotydut 
AqITIgel] puke S¥StI UOUTOD at} 

AJ Uapt Oo} AyTIQe Ue soyeSUOOG, 


“YIOM OU] JIM payeroosse 
suua|qoid xojduios pur ynsyyIp 
JSOUI dU} SATOsel pure AJQUAPT 

0} AYIe oy} pure ‘Zurms.uTsus 
[IAT yedrommul jo ssoyovid pue 
‘sampooo.d ‘sutso} ‘sopdrourid jo 
aguel [ty oy} Jo Zupueyssopun ue 
sIseq [BUOISIAIP & UO Saje.SUOUEC] 


9007 ‘Te ABT :99RC aaa 


“YOM OU} UJIM payersosse suls[qoid 
jo a8uel [[ry B oajosel pue AJUepT 
0} Ajlyiqe ou pue ‘Futissursus 

[IAIO Jo saotjovid pure ‘sempasoid 
‘sulI9} ‘sodioutd Jo a8uel [Ty oy} 
Jo Surpueysiopun ue soyersuowled 


Juaulaspupyy ySIy 
rasyaodxy, 
Jeorypay, 


“OuUeg 


(‘sassolZoJd solios sse]d oy] se Joujo oy Uodn spymq Aduajedutos yey) 
9007 ‘8 Ae — XLV, Aouajodu0D Ape qor 190uIsUy [IAID 
SYLOM I1QNd [Nd 1uIny 


“YIOM OY] IYIM pojeloosse surs[qoid 

[BULIOU aATosar pue AJUSPT O} ATIGR 

ayy pue sotjoeid Jursoourduo jo soydroutd 

pur sompadoid ‘suLI9} [eOTUYD9} UOUIOS 
JoJo pure sefNuUoy FuLs9uITue poyepos 

pure sorjeuleyyeu uswidmbe [eotueysou pue 
SULIS.UTBUD ‘soT|sTIOJeIEYD MOY pue oFeuresp 
‘BuLAdA.Ms ‘s[PLIOJeUT JO IOLA Raq ‘SOTUeYDOUT 
Temjonys ‘sotyedoad pros yim Ay erpruey 
SuIpnypout ButsssutFus [LAID Jo ssorjoeid 

pur ‘sompasoid ‘suti9} ‘soydioutid uounu09 
dU} JO SUIpUR)sIOpUN UP so}eI]SUOUISC] 


IMIWDAT 
Sulsaoursug 1st) 
asiyadx 


Jeormypay, 


GR5 @ APP 3.14 


© WorldatWork. All rights reserved. 


EXAMPLE — A COMPETENCY MATRIX 
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EXAMPLE — A COMPETENCY MATRIX 
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EXAMPLE — A COMPETENCY MATRIX 
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Exercise — 


Writing Effective Performance Objectives 
(Possible Answers) 


1. Reduce “out of stocks” by 8% by improving inventory control system by the close 
of the FY 20XX. 


Specific _X Measurable Attainable X Relevant _X_ Time-bound 


2. Reduce accidents by 15% by the close of FY20XX. 
Specific Measurable Attainable X Relevant _X_ Time-bound 

3. Report on the two most cost-effective methods of acquiring 40-acre parcel adjacent 
to our main plant by April 15, 20XX. 


Specific Measurable Attainable X Relevant _X_ Time-bound 


4. Meet or exceed prior year’s monthly sales quota for the third quarter (three consecutive 
months) July-Sept. 20XX. 


Specific Measurable X_Attainable Relevant _X_ Time-bound 


The above performance objectives were revised to meet the SMART guidelines that 
were not addressed in the original performance objectives. Changes to meet the SMART 
guidelines are shown in bold type. The “X” marks reflect the SMART guidelines that 
were addressed in the original performance objectives. 
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Example — 


Listing of Different Forms of Rewards 


Recognition 


Rewards 


Praise 
Feedback 
Private praise 
Not taking scientists for granted 
Enthusiasm and support from top 
management 
Appreciation 
Company praise 


More responsibility and authority 
Freedom to develop solutions to 
solve problems 
Freedom of action 
Responsibility 
Authority to carry out responsibilities 
Budget control 
Expense account 
New position 


Professional recognition 
Authorship on papers 
Association awards 
Fellows program 
Honors dinner 
Plaque/trophy 
Title 
Certificate 


Work situation 
Meeting personal goals 
Sense of accomplishment 
Challenging research 
Interesting/meaningful research 
Setting joint objectives 
Team membership 
Dual ladder 
Personal interaction with upper 

management 

Special parking 


Note: Example drawn from R&D industry. 


Income 


Salary increase 

Equity position 

Profit sharing 

Promotion 
Pay-for-performance 

Bonus 

Patent royalties 

Gainsharing 

Merit salary 

Percent of savings 

Restricted stock purchase plan 
Bonus for patents 

Stock options 

Cash awards 

Incentive award 

Cost-of-living salary adjustment 


Improved working conditions 


Satisfying scientists’ needs 
Flexible schedule 

Adequate resources to run projects 
Earned time off 

Personalized office redecorating 


Professional development 


Trip to meeting 
Membership in professional 
association 

Paid education 


Benefits 


Fringe benefits 

Retirement plan 

Stock purchase plan 
Membership in country club 


Source: LW Ellis (1992) Reward Strategies in R&D, Research and Technology Management, March/April 
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Case Study: 
Competency-Based Pay Delivery 
in a Technical Organization 


An R&D organization faced high turnover in the increasingly competi- 
tive market for high-tech talent as its world-class hardware, software, 
and network engineers were being raided by other companies. 

With rapidly changing technology fueling new business reve- 
nue—and even entire new businesses—the loss of even one key 
technologist on a project could be devastating to the business. In 
addition, the nature of the technology projects had changed to be 
more team based, integrating a number of different disciplines and 
de-emphasizing hierarchical management and vertical career paths. 
It also was critical to keep top technologists working directly on devel- 
opment projects rather than moving them into administrative man- 
agement roles. 


Reprinted with permission from AMACOM in cooperation with WorldatWork, formerly 
American Compensation Association. Aligning Pay and Results by Howard Risher, © 1999. 
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CASE STUDY 


The company’s traditional approach to career and pay progres- 
sion was inconsistent with the business needs and the business envi- 
ronment. It was in a catch-22 situation with technology employees. If 
employees remained on projects over the long term, they perceived 
their career as stagnant and were susceptible to overtures from com- 
petitors. But if the company moved the person to another project or — 
to a management role, then the success of the technology project 
was jeopardized. 

In addition, the engineers were unhappy with vague and incon- 
sistent success criteria. Their individual performance was difficult to 
measure because their work was knowledge and team based, the 
projects did not start and stop according to a calendar or fiscal year, 
and the best possible outcome for some projects was to end them 
without a product’s going to market. 

The leadership of the organization realized that something had to 
change and set out to develop a more person-based rather than job- 
based approach. A team was convened, with the help of a consulting 
firm, to design a career track separate from the traditional manage- 
ment track, pay grades, and pay-delivery methods. The challenge 
was to create a system more consistent with the business environ- 
ment. 

The team began by examining the number of discernible differ- 
ences in competency and contribution levels among the population. 
A hypothesis was developed that there should be four career steps 
and a parallel structure of pay ranges. The team considered a struc- 
ture of many mini-career steps but concluded that more than four 
levels would be too hierarchical and advancement could become 
based on time rather than on talent. 

The four-level model was tested using two methods. First, man- 
agement teams did a pro-forma slotting of technical staff into four 
levels, without any criteria other than the differences they themselves 
noticed among the people. Each of the management teams was able 
to slot all of the staff into four levels with few borderline cases and 
without any levels being empty. This result gave initial confirmation 
that the hypothesis of four competency levels was not only valid but 
also usable by managers. 

Second, exemplar employees were nominated from the pro- 
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CASE STUDY 


forma slotting of each of the four levels. Behavioral event interviews 
were conducted with the exemplars from the four levels. The inter- 
views were coded, and the analysis revealed common competencies 
at all four levels of the job family. Development of the descriptors 
for each competency revealed that most indicators (but not all) were 
different by level. One of the competencies and its descriptors is 
shown below. 


Competency Model a 


re cna 


Demonstrates awareness of how current 
design decisions can impact a project's 
success. 

e Incorporates awareness of long-term project 
implications into the development of specific 
design recommendations 

e Balances cost implications and technical 
features when selecting vendors and 
products. 

e Balances customer needs and business 
objectives in determining project direction. 

¢ Optimizes quality and cost considerations 
when making project decisions. 

e Identifies product development opportunities 
based on technical expertise and 
understanding strategic direction, 

e Assesses vendor viability as part of making 
vendor selection decisions. 

¢ Stays abreast of competitor activities and 
incorporates knowledge into the 
development of project and business 
strategies. 

e Demonstrates cultural sensitivity when 
representing the business with customers. 

e Influences strategies which result in the 
development of marketable technologies. 

¢ Develops and implements strategies which 
result in marketable technologies. 

¢ Identifies potential new business 
opportunities which shape global strategy. 


The initial slotting of the staff also was used to identify jobs for 
the purpose of market pricing the four levels, or bands. In addition to 
using existing survey data, a special survey was developed and faxed 
to a target set of companies. The market data were used to define 
the salary bands. A conversion chart was created to compare the 
new bands to the old grades because employees would figure it out 
even if the comparison were not provided. 


Business Perspective 
Project Demonstration 


Business Demonstration 


Industry Demonstration 
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Base Salary 


160 


140 


120 


100 


CASE STUDY 


Salary Bands Principal 
Member 
Scientific Staff 
Distinguished 
Member 
Senior Scientific Staff 
Member 
Scientific Staff 
Member 
Scientific Staff 


MSS SMSS DMSS PSS 
Career Level 


To retain employees in technical roles and to encourage depth 
in competencies within levels, an additional pay delivery vehicle was 
created to allow in-band progression beyond what was available with 
merit increases. The additional pay delivery vehicle, growth pay, was 
funded in part by the reduction in grade-to-grade increases due to 
the conversion to broad bands. It was estimated that approximately 
25 percent of employees would receive growth pay annually. Most 
employees continued to earn a performance-based increase each 
year, so the new program would not be considered a take-away. The 
matrix below shows the guidelines that managers use to determine 
the eligibility for and amount of growth pay. 

Several common features of technical ladders and CBP were not 
adopted because the design team understood that they would be 
inconsistent with the culture and the design objectives. Manager and 
self-evaluation of the competencies and performance was main- 
tained, rather than using multirater surveys, to avoid administrative 
burden and to encourage manager and employee dialogue. Also, 
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CASE STUDY 


Growth Pay Matrix 


Expected growth in competencies Significant increase in competencies, high 
in salary range 
i) 
ve 0% to 3% 
Approximate distribution 75% 


Approximate distribution 15% 


Significant increase in competencies, Extraordinary growth and demonstration 
low in range of competencies 
0% to6 % 0% to 10% 
Approximate distribution 5% Approximate distribution 5% 


while some technical ladder programs require employees to self- 
nominate for promotions and use a panel of peers to evaluate candi- 
dates, the design team chose to administer advancement through 
the regular management decision-making process. 
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A Story About Steps — 
How to Avoid the Pitfalls of Midpoints 


workspan 03/01 


Performance-based step (PBS) salary administration helps increase morale and 
retention by moving employees through their salary range based on performance and 
tenure. 


David A. Westman, RSM McGladrey, Inc. 


Jane Doe was dissatisfied with her salary increases at Company X since she’d joined 
the organization five years before. The original employment offer was attractive and 
represented a promotion with new opportunities and a salary increase to boot. During 
the interview process, she was pleased to learn that she would be coming in toward the 
low end of the salary range for the job. That certainly meant a lot of room for upward 
movement if she performed well. 


Or, did it? 


Five years later, Jane had five solid, “at-expectation” performance evaluations under her 
belt. Yet, though the salary structure (i.e., range minimums, midpoints and maximums) 
had been increased each year, Jane’s salary remained at the low end of the range. She, 
like most employees, had received annual salary increases ranging from 3 percent to 4 
percent. Meanwhile, since Jane joined the company, three employees were hired into 
the same position title as she. Jane learned that one of the new hires was making 1,000 
more per year than she was, even though this individual had less job-related experience. 


It wasn’t fair, and Jane faced making some 
key decisions. She liked the company and 

wanted to stay. However, it appeared that 

the only way to reach her income goals 


Quick Look 


The vast majority of good, solid 
performers receive a flat 3 to 4 percent | 


would be to leave. If she chose to stay, 
she would have to face the reality that 
salary progression would continue at a 


increase each year. 


Few, if any, employees attain the 
midpoint of their salary range, resulting 


in high turnover and low morale in the 
organization. 

PBS is a new approach that moves 
employees through salary ranges in a 
systematic manner. 

In a PBS salary structure, employees 
who meet or surpass expectations will 
eventually progress to the range 
midpoint within a defined period of 
time. 


glacial pace, and she may never attain the 
midpoint (i.e., competitive market rate for 
experienced professionals) associated with 
her salary range. This scenario would have 
a negative effect on Jane’s morale and 
overall motivation. 
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The Same Old Story 


Unfortunately, Jane’s experience is very typical within many organizations, especially 
those that lack an effective performance management system with strong ties to 
compensation. A few superstars and other “favored” employees may receive 
significant salary adjustments. But the vast majority of good, solid performers receive 
the same flat 3 percent to 4 percent increase each year. Few, if any, employees attain 
even the midpoint of their salary range. The result is that these organizations 
frequently experience high turnover. There also may emerge a culture of mediocrity 
because many employees believe that going the extra mile will make a minimal 
difference in their paycheck. 


Rewriting the Rules 


How can these conditions be addressed? Certainly, part of the solution could lie in 
enhancing the performance assessment process. However, independent of such a 
process, several organizations are using a new approach to salary administration that 
is showing promise in moving employees expeditiously and systematically through 
salary ranges based primarily on performance, while considering long-term employee 
contributions and budgetary constraints. It is perhaps best labeled the “performance- 
based step” (PBS) approach. 


Many executives and HR professionals cringe upon hearing the word “step” — it 
frequently is associated with the public sector, an industry in which employees 
progress from step to step each year based exclusively on tenure. There are many 
examples of mediocre schoolteachers who are at the highest step in the salary range 
due to tenure. But, on the flip side, this approach has the advantage of progressing 
employees through salary ranges in a systematic manner. 


The PBS approach builds on the positive, but moves the focus to performance instead 
of tenure alone. A PBS plan includes: 


= Position assignment. The assignment of positions to classification levels and 
establishment of salary range parameters (e.g., minimums, midpoints and 
maximums). 


™ Step identification. The identification of five to 10 steps between each salary 
range minimum and midpoint. Employees currently compensated below midpoint 
will progress at least one step each year if their performance is assessed to be at 
least “at expectation.” If performance is exemplary and the budget permits, 
employees can progress at a faster pace (e.g., two steps instead of one each 
year). If performance is below expectation, employees will stay at the same step 
until performance improves. Figure 1 illustrates this step concept. 

= Increment selection. Steps can represent equal dollar increments or equal 
percentage increments. A key advantage of equal dollar increments is that the 
percentage increase from step to step is the largest at the bottom of the salary 
range. Employees at or close to the bottom are theoretically the farthest away 
from the competitive market rate (midpoint) and should be advanced at a faster 
clip than other employees. 
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= Awareness of implications. Organizations should be mindful of budgetary and 
motivational implications in determining the number of steps to use. Assuming an 
equivalent spread in the salary range from minimum to maximum, the percentage 
increase from step to step is necessarily higher under a five-step approach than it 
is under a seven- or 10-step approach. An organization that chooses to use five or 
fewer steps might find that funding step increases leaves very little for salary 
increases to those currently compensated above midpoint. Conversely, using 10 
or more steps may serve to defeat the underlying purpose of the PBS approach — 
expeditiously moving employees through the salary range. Employees will be 
discouraged to learn that it might take them 10 years to reach the midpoint. 


= Finalizing compensation guidelines. Several companies use one or two control 
points beyond salary range midpoint. The spot between the midpoint and control 
point 1 usually is reserved for solid, at-expectation performers. Between control 
point 1 and control point 2 is reserved for long-term employees who recently have 
demonstrated above-expectation performance. Between control point 2 and the 
maximum is reserved for employees with a long history of above-expectation 
performance. (See Figure 2.) 


= Finalizing allocation guidelines. Most companies establish an overall budget for 
salary increases on an annual or other periodic basis. In recent years, this has 
ranged from 3.5 percent to 4.5 percent. A typical allocation of this budget under 
the PBS approach would include: 


— Priority 1: A pool of money to address significant internal and external 
inequities. Typically, there will be few such instances in any given year. One 
recent example in many organizations is the need to significantly increase 
salaries of information technology and other “hot skill” positions due to the 
competitive market. 


— Priority 2: A pool of money to cover a general structure adjustment. Many 
companies increase their salary structure (i.e., minimums, steps, midpoints, 
control points and maximums) by a flat percentage amount each year. This 
typically has ranged between 2 percent and 3 percent in recent years. It is 
important that all employees performing at least “at expectation” receive a 
salary increase equal to the structure adjustment to maintain their relative 
position within the salary range. 

— Priority 3: A pool of money to assure that all minimum step increases are 
funded. Depending on the number of steps used, the breadth of the salary 
ranges and the percentage of employees below midpoint, the effect of this 
priority on the overall budget can easily range between 0.5 percent to 1.5 
percent. 

~ Priority 4: The remainder, if any, will fund additional performance-based 
increases to employees — those both below and above the salary range 
midpoint. 

PBS in Practice: Back to Jane’s Story 


Going back to our fictitious employee, consider how Jane would fair under a PBS 
salary administration plan. Figure 3 depicts her salary range upon employment. 
Because she is new to the job, with no prior experience, Jane would be brought in at 
the salary range minimum (18,750). Had she been in a similar position elsewhere, she 
could have been brought in at Step 1, Step 2 or higher. 
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After the first year, the entire salary range is moved up by 3 percent. Figure 4 shows 
the new salary range. Jane’s base salary would be adjusted to at least 20,600 (i.e., 
the structure increase plus the increase to step 1 if her performance is at least at- 
expectation). If her performance is exemplary and the budget allows, her base salary 
could be increased to Step 2, Step 3 or somewhere in between. 


After five years, again assuming at least at-expectation performance, Jane, at least, 
would reach the midpoint of the salary range. At that point, she would be 
compensated at or above the competitive market level for her job. Chances are slim 
that new hires with less or comparable experience would be brought in at a higher 
base salary level. 


PBS Approach in Action 


The PBS approach is not the answer to every organization’s needs. Figure 5 depicts 
two nearly polar opposite profiles of organizations/situations. Most organizations will 
fall between these two extremes. At minimum, such organizations should consider 
PBS as an alternative in enhancing their salary administration plan. Organizations that 
have implemented PBS emphasize the following advantages, which tie directly to the 
“ideal” profile. 


m= APBS plan strategically uses the salary increase budget, blending considerations 
of the external market, performance and tenure. 


m™ (|t assures that employees move through the salary structure and don’t become 
mired in the lower end of their assigned salary range. All at-expectation or above- 
expectation employees will eventually progress to the range midpoint within a 
defined period of time. 


™ It offers a systematic approach, under which supervisors can simply follow the 
guidelines of progressing employees from step to step. The plan is flexible enough 
to give supervisors discretion. For example, if employees perform above 
expectation, supervisors can award more than a one-step increase — if the budget 
allows. 


m™ APBS plan typically is perceived as fair from an internal perspective. Employees 
quickly grasp the concept that both their performance and tenure will affect salary 
adjustments. There should be few — if any — situations in which a new employee 
makes more than a long-term employee in the same position, assuming 
equivalent levels of performance. 


In making a decision regarding any salary administration approach, an organization 
needs to consider both the culture and values it wants to reinforce, and the need to 
attract and retain employees that will enable the company to succeed. Retention, in 
particular, is a struggle that most organizations face in today’s nearly full employment 
environment. Employees become unhappy in their career and with their current 
employer for many reasons. Compensation administration policies typically are a big 
factor in decisions to pursue other opportunities. Depending on the operating 
environment and the nature of the work force, a PBS plan may well be part of the 
answer to increasing employee satisfaction and reducing an organization's 
vulnerability to competitive threats for their human capital. 


GR5 w APP 5.10 


© WorldatWork. All rights reserved. 


EXAMPLE 


Performance-Based 
Step Rate Approach 


Control Point Feature 
| Minimum | Midpoint | Control Point 1 | Control Point 2 | Maximum | 
18,018 22,523 24,024 25,526 


Step rate approach — Moves employees through salary ranges based on 
performance and considers long-term employees’ contributions and budgetary 
requirements. Includes: 


— Position assignment — assignment of positions to classification levels and 
establishment of salary range parameters (e.g., minimums, midpoints and 
maximums) 


— Step identification — five to 10 steps between each salary range minimum and 
midpoint 
— Increment selection — equal dollar increments or equal percentage increments 


— Awareness of implications — budgetary and motivational implications in determining 
the number of steps to use 


— Finalizing compensation guidelines — control points 
— Finalizing allocation guidelines — structure adjustment and performance criteria 


anna [ Sop? | Sop? | stp | stopa | stops | ConvolPoit [ maximum | 
Tva750 | zn000 | aize0 | 22800 | za7so | as000 | 2005 | 21250 _| 


Jane’s New Salary Range 
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(blank) 
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Assessment of 
Performance Management System 


Instructions: Think about the history of individual performance management (PM) in 
your organization. Mark an “A” on each of the scales below to indicate how PM actually 
operates now and mark an “N” where your organization needs to be within a year or so. 


Scale value 1 = “NOT AT ALL” and scale value 7 = “A GREAT DEAL.” The scale for 
each statement appears above that statement. 


1. Performance in My Organization 


a. 1: 2: 3: 4: 5: 6: 7: 


e. 1 2 3 4: 5 6 7 
Top management sees how high-performance people can lead to competitive 
advantage. 
ft. Ae 2: 3 4: 5 6 r 
Individuals know how to contribute — and do contribute — to organizational 
performance 
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ASSESSMENT OF PERFORMANCE MANAGEMENT SYSTEM 


2. Designing the PM Systems in My Organization 


as: 2 3: 4: 5: 6: 7: 
Our PM system was designed with input from managers and employees at all 
levels. 


People know the relationship between organizational and unit, and unit and 
individual goals/objectives. 


Our PM system has adequate provisions for defining, measuring, developing and 
rewarding performance. 
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ASSESSMENT OF PERFORMANCE MANAGEMENT SYSTEM 


3. Implementing the PM System in My Organization 
a. 1: 2: 3: 4: 9: 6: tT: 


Assessment of performance and potential are adequately addressed and 
separated by the system. 


h. 1 2 3 A: 5 6 7 
Top management sees PM as a way to execute business strategy and meet 
goals. 

We Ne == =? a ne 
People know what the performance expectations are for their positions and their 
unit. 

ke 4 2 3 A: 5 6 7 


Performance expectations are consistent across managers and units. 
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ASSESSMENT OF PERFORMANCE MANAGEMENT SYSTEM 


4. Skills of PM System Used in My Organization 


Both performance goals (results) and desired behaviors are defined and 
communicated. 


Adequate documentation exists for ratings. 
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ASSESSMENT OF PERFORMANCE MANAGEMENT SYSTEM 


5. Linking PM System Results to Rewards in My Organization 
a. 1: 2: 3: 4: 5: 6: t: 


b. 1 2 3 4: 5 6 4 
Consequences for performance — positive and negative — are provided and are 
appropriate. 

Cu 2 3 4: 5 6 7 


We have effective data on the rewards people want and expect and we have the 
ability of rewards offered here to change behavior. 


Get? 2. ee 
Performance ratings/results figure heavily in incentive pay/variable pay/bonus 
decisions 

h. 1 2 3 4: 5 6 ré 


We have a “pay for performance” culture here. 
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Checklist Status of Current Salary Program 


C1 Is the existing program meeting the needs of the organization? 

C] Does the program reinforce the “right” culture? The desired behav- 
iors? 

CIs it sufficiently flexible to respond to organizational change initia- 
tives? 


Related Work Management and HR Initiatives 


O Is the new work paradigm a front-burner issue? 

0 Are teams important? Permanent? Temporary? 

CO. Is quality management still important? Is continuous improvement? 

C1 Is organizational learning important? Is individual development and 
learning a priority? 

0 Are employees responsible for their personal development? 

1 Is individual development recognized? 

C Is employee development an important priority? 

C1) Is the company investing more in employee development than three 
years ago? Less? About the same? 

CO Is knowledge management an issue? Who has the lead? 


Competency Management 


[) Does the organization have any experience with competency man- 
agement? If yes, has that initiative been successful? 

1 Can existing competencies be used as the basis for salary manage- 
ment? Are they current? 

C1 Is the goal to drive cultural change? To sustain and enhance per- 
formance? 

[J What process will be used to identify and define competencies? 

1 Who will be involved in the process? 

0 Who will conduct the assessment of individual competencies? Does 
the organization have experience with multirater assessment? 

(1 How important is validity? How important is management support? 
Employee buy-in? 

[) How many competency models are needed? Will they be defined in 
job tiers or job ladder stages? 

(1 Will competencies have other applications? 
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CHECKLIST STATUS OF CURRENT SALARY PROGRAM 
New Pay Policies 


[J Are any aspects of the base pay program leading edge? Is the organi-_ 
zation open to leading-edge practices? 

LJ Has there been any benchmarking of pay practices in other organi- 
zations? 

(1) Has the linkage between pay and performance been reconsidered. 
recently? 

CJ Is individual growth and development rewarded? Is it reflected in 
salary management? 

1 Does the shared understanding of internal equity reflect individual 
competence? 

(1 What role do managers play in salary management? Will they accept 
a new program? Will they require extensive training? 


C1 Is risk taking encouraged and rewarded independent of the salary 
program? . 

C Does the reward system enable employees to share in the company’s 
success? . 

C) Do managers currently look to human resources for help with pay 
problems? 
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Outcomes of Key U.S. Court Cases 


Griggs v. Duke Power — One of the most important cases regarding job analysis 
was Griggs v. Duke Power. This case reinforced the need for a job analysis to 
support an employee selection procedure. The Court emphasized that a selection 
device must measure the person for the job, not the person in the abstract. 


The case was brought by African-American employees at the company’s generating 
plant under the Civil Rights Act of 1964. The employees argued that the company’s 
requirement of a high school diploma or passing an intelligence test as a condition of 
employment was not intended to measure the ability to learn or perform a particular 
job or category of jobs. 


Chief Justice Berger rendered the Court’s opinion on the case. The Court found that 
nothing in the Act precluded testing or the use of measurement procedures. 
However, it stated that Congress prohibited the use of these devices as a controlling 
force unless they are demonstrably a reasonable measure of job performance. 


Brito v. Zia Co. — In this case, the court found that Zia had no controlled scoring 
system for its performance appraisal. Consequently, Zia had not demonstrated the 
validity of its performance appraisal tool in assessing work behaviors. The court ruled 
that employee evaluations are tests and are therefore subject to EEOC regulations 
and the uniform guidelines. 


Zell v. U.S. — The plaintiff was a naturalized U.S. citizen born in Czechoslovakia. 
She worked as a chemist for the U.S. Department of Agriculture in Pennsylvania. 
After several years of employment and several supervisors, she sued, claiming that 
her supervisor discriminated against her because of her sex, age and national origin, 
because she did not receive a promotion she felt she was entitled to. 


In this case, the court found that the plaintiff was not denied peer group reviews or 
educational opportunities. The court found no discrimination and found that the 
plaintiff did not qualify for the promotions due to her failure to meet the requirements 
for promotion. The court also found that the defendants had met their responsibility 
by encouraging the plaintiff to receive the qualifications necessary to further her 
career. 
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OQUTCOMES OF KEY U.S. COURT CASES 


m@ Jarrard v. UPS, Inc. — In this case, the plaintiff returned from extended leave for 
psychiatric care, and upon return received a harsh performance evaluation. He sued 
for intentional infliction of emotional stress. The trial court granted summary judgment 
to UPS and the Court of Appeals affirmed. 


The decision was based on state law that all four essential elements of the action 
must be present to prove intentional infliction (which the court found was not the 
case). The Court of Appeals agreed with the trial court that there was nothing 
inherently outrageous in subjecting an employee to a harsh evaluation, regardless of 
the timing; evaluations are a normal part of employment. 
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WorldatWork Journal 


Volume 12 Number 2 Second Quarter 2003 


Effective Performance Management Systems 
10 Key Design Principles 


Colleen O'Neill, Ph.D., Mercer Human Resource Consulting 
and Lori Holsinger, Ph.D., Mercer Human Resource Consulting 


Effective performance management is always important, but given the current 
economic climate, it takes on added significance. In an era rife with workforce 
reductions, budget cuts and small or no Pay increases, enhanced productivity is 
perhaps the only key to growth -- and certainly one that organizations can control. 


Given this, it would seem prudent for employers to be paying close attention to the 
issue of performance management. Yet many employers today can muster only 
lukewarm endorsement regarding the effectiveness of their own performance 
management programs -- the very systems responsible for employee performance 
planning, feedback, evaluation and development. 


In a recent Mercer survey of 300 large North American companies, half (48 percent) of 
the respondents indicated that their performance management system is effective to 
some extent in achieving the organization's desired results, while 18 percent rated 
their system as effective fo a little extent or not at all. Just one-third (33 percent) said 
their system is effective to a great extent in achieving their desired results, and a mere 
1 percent said their system is completely effective. 


Clearly, there is room for improvement. The question is how to enhance performance 
management practices. Too many organizations, in a misguided manner, seek to 
improve results by only focusing on revising "the appraisal form" or by copying the 
rating scheme used by a "best practice" company. 


In truth, the performance management practices that work for one organization may 
not create value in another, even within the same industry. The effectiveness of any 
human resources practice depends most on its fit within the broader organizational 
system in which it operates. The most powerful human resource practices are firm 
specific and respond to an organization's unique business and human capital context. 
Once the "right" performance management practices are in place, they can operate as 
a cohesive system and create a significant financial return that competitors will find 
difficult to replicate. 


But while there may not be any "silver bullets" or quick fixes for enhancing 
performance management, employers can follow specific principles to maximize the 
effectiveness of their programs. Research indicates that the following 10 design 
principles will lead to better results: 
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EFFECTIVE PERFORMANCE MANAGEMENT SYSTEMS 


1) Reflect your company's performance values 


m Identify the underlying priorities that should guide decisions about performance. 
What performance management principles do you want everyone to understand? 
Define your company's position on competing priorities, such as: 


— Recognizing the team vs. the individual 
— Achieving results vs. demonstrating valued behaviors 


Identifying "A players" vs. motivating and retaining "B players" 
Encouraging management accountability vs. employee self-management. 


m@ Find the right fit with your strategy, structure and culture. The performance 
management process should reinforce the messages that the organization wants to 
send about its business, talent, performance, rewards, advancement and careers. 


™ Clearly communicate what kind of performance culture you are trying to create. For 
your company values to become meaningful guidelines for your workforce, you need 
to communicate them clearly as well as have senior leaders model them in their daily 
actions. 


™ One successful technology company with a team-oriented, entrepreneurial culture 
learned an important lesson about performance values when it implemented a forced 
ranking system. While this performance management tool might have been 
appropriate for some companies, it was not the right fit for this company's strategy and 
culture. It reduced risk taking and increased the fear of failure -- not at all what the 
company was hoping to achieve. 


2) Get the commitment and active participation of executives. 


m Never underestimate the power of the words and behaviors of the executive team. 
Executives can set an example and build commitment for effective performance 
management in leaders at all levels. Executives need to model desired behavior and 
tell stories that publicize examples consistent with the vision of the desired 
performance culture. 


™ Build the business case to assure the commitment of top management and key 
power groups. Make sure that executives understand the financial return that good 
performance management practices generate. Give them reasons to do performance 
management well. 


m Involve executive champions continuously in the design and implementation of 
performance management. One key enabler of a successful performance 
management process is the active engagement of executives. The more you can 
actively engage leaders at all levels in the process, the more successful performance 
management will be. 


m Employees at one global firm know that their CEO writes a memo to each of his 
direct reports outlining their strengths and areas for improvement. This very visible 
activity sets the expectation and provides the motivation for other managers in the 
company to take their performance appraisal and coaching responsibilities very 
seriously. 
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EFFECTIVE PERFORMANCE MANAGEMENT SYSTEMS 


3) Focus on the "right" performance measures. 


m Identify the performance targets that drive value and determine their impact across 
the organization. The key purpose of performance management is to focus people on 
doing the right things. Align your employee performance model with your company's 
business model. Ensure individual and team performance expectations are aligned 
with organizational values, goals and behaviors critical to the organization's success. 


m™ Keep performance criteria simple. Focus on the "mission critical" performance 
measures. In demanding, fast-paced environments, people need help in prioritizing 
appropriately. A good individual performance plan should define the small set of 
results and behaviors that are critical to business success and are aligned to the 
company's values. Make sure the performance criteria are simple enough for 
managers to use successfully and apply. The performance criteria should be 
supported by work evidence that can be easily collected through available sources of 
information on employee performance. 


™ Calibrate performance standards. Spend time ensuring a common performance 
vocabulary and a calibrated sense of performance success among leaders at all 
levels. A lack of common performance standards invites employee confusion about 
expectations and undermines employee confidence in the fairness of the process. 
Although performance criteria must be legally compliant and culturally relevant across 
your different geographic locations and business units, managers should maintain 
consistently demanding performance standards within and across business units. 
Calibration ensures a consistent success profile and produces consistent results 
between raters. 


4) Hold managers accountable for performance feedback and differentiation. 


m™ Require managers to seek, give and obtain honest feedback. People perform 
better when they have clear performance targets and receive regular performance 
feedback. Consequently, giving and receiving performance feedback should be a core 
capability of those who manage people. Managers should be selected, evaluated, 
rewarded and developed based on the quality of their performance feedback skills. 


m™ Equip managers to differentiate between high and low performers. Provide 
managers with the guidelines, resources and tools to distinguish levels of employee 
performance across their business units or departments. Prepare managers to reliably 
differentiate performance either in absolute terms (i.e., compared to established 
standards of performance) or in relative terms (i.e., relative contribution compared to 
others). Teach senior leaders, immediate managers and HR specialists the requisite 
decision-making and process-facilitation skills. When using forced ranking, employ 
reliable and valid methods for establishing comparator groups, as well as for 
comparing employees' relative contributions and finalizing rankings. 
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EFFECTIVE PERFORMANCE MANAGEMENT SYSTEMS 


™ Motivate managers to conduct valid appraisals. Many forces work against 
managers conducting valid appraisals. Managers typically set unclear performance 
targets, receive little training and, in order to be liked, avoid tough conversations. 
Managers will be motivated to conduct valid appraisals when they are given the skills 
and tools to collect valid performance data and they are held accountable, through 
appropriate measurement and feedback, for making valid performance decisions. 


A large business technology firm has automated the process of providing feedback 
to managers as part of its performance appraisal process. Before a manager 
evaluates his or her employees, the company provides a "scorecard" containing 
information on how the manager's team, department or unit has performed on key 
indicators, as well as a suggested distribution of ratings based on these indicators. 
Once a manager has conducted the employee evaluations (and defended any ratings 
that fall outside of the suggested distribution), he or she will receive feedback 
indicating how his or her appraisals compare to other managers and to broader 
company standards. So, instead of just setting forth the rules for appraisals, this 
company provides a learning opportunity for its managers in an effort to continually 
improve the performance management process. 


5) Establish complementary roles and responsibilities. 


m™ Encourage employee involvement. Take steps to ensure employees and 
managers share accountability for performance management. Require employee 
participation in goal setting as well as in tracking and monitoring performance. 
Encourage employees to regularly assess their performance progress. Don't allow 
employees and managers to adopt the roles of "victims and victimizers." 


m™ Expect managers to "own" the outcomes and HR to "own" the process. 
Performance management is a core business process; it helps an organization 
effectively manage its workforce by planning work and developing and motivating 
performance. The human resources function should provide the workforce with the 
necessary performance, development, training and reward tools to effectively 
implement performance management. 


6) Integrate with other business and HR processes. 


@ Align enterprise and individual performance planning. Synchronize business and 
individual performance management cycles. Align business planning with goal setting 
for individuals and teams. 


™ Create integrated talent management processes. Talent acquisition, talent 
development, performance management and rewards systems should be aligned and 
integrated. In order to maximize performance and encourage employees at all levels 
to "pull in the same direction," talent management processes should reinforce the 
same messages about performance excellence. If talent management processes are 
not well integrated, they will not operate as a cohesive system and they will not 
achieve the high performance desired. 
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EFFECTIVE PERFORMANCE MANAGEMENT SYSTEMS 


™ Clearly define the link between performance and pay. Define and clearly 
communicate the "rules of the game." Make sure managers and employees 
understand what aspects of performance determine pay decisions (e.g., incentive 
awards based only on financial results, but salary increases based on overall 
performance ratings). Also, clearly establish and openly communicate whether 
employees' relative contributions or absolute performance against standards will 
determine pay decisions. 


7) Minimize administrative burden. 


@ Automate administration. Leveraging available technology can minimize 
administrative burden and maximize participation and support. Today's new Web- 
based software makes it easy for managers and employees to cascade and calibrate 
goals, access online performance documents and gather multi-source comments and 
approvals. Integrated talent management software systems also are available. These 
systems allow companies to align and integrate their selection, development, 
performance management and rewards systems. 


™ Streamline process steps. Don't just automate an overly complicated process. 
Look for opportunities to streamline your process steps and simplify administrative 
requirements. 


8) Provide necessary communication and training 


m Enhance performance management "skill" and "will." Training should enhance the 
range of required performance management skills including performance planning, 
feedback, evaluation and development. However, since many managers resist 
accepting the full range of their performance management responsibilities, they also 
will need to be taught the reasons to do performance management well. Make sure 
that managers understand the financial return that high performance management 
practices generate. 


m™ Teach all stakeholders the necessary skills. Performance management training is 
not just for supervisors. To effectively manage workforce performance, companies 
need to address the training needs of all process stakeholders, including employees, 
participants in the process, managers who facilitate the process for others, leaders 
who review the performance management decisions of other managers, and HR 
specialists who support the process. 


™ Support the process through ongoing communication. Effective performance 
management is an ongoing process that requires a complex set of skills from both 
managers and employees. Provide all stakeholders with ongoing or refresher training 
and communication on performance management. 
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EFFECTIVE PERFORMANCE MANAGEMENT SYSTEMS 


9) Measure and track success. 


m™ Track your success in implementation. The right metrics will allow you to track the 
success of your implemented performance management practices. You can assess 
implementation success by asking questions such as: Is the performance 
management process actually being followed as designed? Are stakeholders satisfied 
with the quality of delivery? Are performance reviews being done on time? Are 
performance appraisal practices differentiating performance levels, as expected? Do 
reward and development decisions appropriately reflect performance? 


™ Measure the business impact. An assessment of the business impact can help to 
prioritize perfor: ance management activities. Impact can be determined by asking 
questions such as: What performance measures optimize business performance? 
How do we maximize business performance by adjusting performance management 
practices? Are the capabilities and contributions of those identified as high performers 
in line with future business requirements? What is the impact of development 
programs on performance? 


m Analyze what people say, but also what they do. A combination of qualitative and 
quantitative diagnostic tools can identify optimal performance management practices 
that will engage employees and create economic value. Perceptions (what people 
say) can be identified through executive interviews and employee sensing. Behavior 
and organizational practices (what people do) can be observed through statistical 
modeling of workforce dynamics and statistical modeling of links between 
performance management practices and business outcomes. Comparing and 
contrasting objective measures -- actual performance management practices and their 
impact -- with a perceptual assessment of these measures, provides important 
insights. The "true" performance management system can be considerably different 
than the system perceived to be in place. 


A large manufacturer received feedback on its performance management system 
through an employee survey. Employees felt that performance and performance 
ratings were not connected to pay increases or promotional opportunities. Based only 
on this qualitative data, the company might have launched an effort to redesign its 
performance management program. Instead, the company decided to take a look at 
the quantitative data (actual data on employee hires, promotions, pay increases, etc., 
over a period of several years), and ultimately reached a different conclusion. The 
data showed that performance ratings actually were linked to decisions about pay and 
promotions. This company had a communication problem, not a performance 
management problem, which dictated a very different -- and less costly -- solution. 


10) Engage in continuous improvement 


™ Change with the business. Performance management is an ongoing process that 
should reflect the current and emerging business challenges, as well as the 
company's values about performance and careers. As the business and workforce 
change, modify the performance management process. Ensure that the performance 
management process and tools remain congruent with organizational values and 
priorities. 
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EFFECTIVE PERFORMANCE MANAGEMENT SYSTEMS 


@ Implement prioritized, targeted interventions. Constantly assess and improve as 
needed, but resist the temptation to change everything every year. 


While there is no single best way to design a performance management program, 
these 10 principles can serve as the foundation for any organization seeking to 
improve its approach and results. In a difficult economy, such steps to improve 
employee performance and strengthen alignment with business goals will provide 
opportunities for growth and a valuable return to the organization. 


Employer Perspectives on Effective Performance Management 


In May 2002, Mercer Human Resource Consulting conducted a survey of more than 
300 large North American companies from a cross-section of industries to solicit their 
views on effective performance management. Following are key findings and 
implications of that research. 


Figure 1: Appraising vs. Coaching 


Completely To Toa 
some little 
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: 
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Key Finding No. 1: Organizations are better at evaluating performance than 
providing ongoing performance feedback. 

Performance management systems have multiple components and objectives, 
including performance planning, feedback, evaluation and development. Survey 
participants generally rated their systems as more effective in evaluating performance 
than they are in providing ongoing performance communication. While about three- 
fourths (78 percent) of the companies reported that managers communicate year-end 
performance feedback and ratings, only one-fourth (26 percent) reported that 
managers provide ongoing and constructive performance feedback and coaching. 


Managers conduct annual performance 
reviews and openly communicate year- 
end performance feedback and ratings. 


Managers provide ongoing and 
constructive feedback and coaching to 
their employees. 


Key Finding No. 2: Visible executive involvement enhances effectiveness. 

In many organizations, executives do not use effective performance management. In 
such organizations, performance management is described as something that the "top 
tells the middle to do to the bottom." One key enabler of a successful performance 
management process is the active engagement of executives. The study shows a 
conclusive link between executive involvement and enhanced effectiveness of 
performance management. Specifically, those companies with high executive 
involvement and commitment tend to have higher overall effectiveness ratings than 
those companies without visible executive involvement and commitment. 
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Key Finding No. 3: The ability to differentiate performance is critical. 

Another critical driver of successful performance management systems is the ability to 
effectively differentiate performance. Performance differentiation requires a willingness 
to acknowledge that while the vast majority of employees may perform their jobs well, 
some workforce members will likely perform exceptionally and others will perform 
unacceptably. Performance can be differentiated either in absolute terms 

(i.e., compared to established standards of performance) or in relative terms 

(i.e., relative contribution compared to others). Companies are more likely to achieve 
desired results when they rigorously assess their talent and provide clear delineation 
of employee performance or relative contribution. 


Performance planning should align, equip and energize people to accomplish superior 
results. Consistent, demanding standards of performance foster a high-performance 
culture. The survey shows that one-half (50 percent) of the participants have critical 
measures of employee performance that are clearly defined and communicated to 
employees. Yet, less than one-third (31 percent) reported that managers maintain 
consistent, demanding standards of performance. 


Key Finding No. 4: Managers are primary sources of feedback. 

While at many companies managers are judged to be inadequate in providing ongoing 
performance communication, they appear to be the primary source of feedback for 
performance ratings for most survey participants. Surprisingly, only one-fourth 

(28 percent) said that managers rely greatly on feedback from other knowledgeable 
sources (e.g., employee self-assessment, peer feedback, customer feedback, 
360-degree reports) as the basis for performance ratings. 


Figure 2: Sources of Feedback 


Completely Toa 
great 
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Managers base performance ratings 5% 23% 36% 27% 9% 
on feedback from other knowledge- 

able sources (e.g., employee self- 

assessment, peer feedback, 

customer feedback, 360-degree 

reports). 


Key Finding No. 5: There is little training, despite skill gaps. 

Effective performance management is an ongoing process that requires a complex set 
of skills from both managers and employees. Despite indications that performance 
management is not a natural act for most people, one-third (33 percent) of survey 
participants indicated that managers receive little or no ongoing or refresher training 
and communication on performance management. Moreover, one-half (50 percent) of 
the companies reported that employees receive little or no ongoing or refresher 
performance management training and communication. 
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Key Finding No. 6: Performance management systems are more aligned with 
compensation than with development. 

Performance management is a core process for managing talent. Most survey 
participants (65 percent) said that their compensation and performance management 
systems are linked, but less than one-fourth (22 percent) reported that performance 
management was aligned with career development and succession planning. To get 
the best return on this human capital investment, performance management should 
link to strategic planning, budgeting, compensation, and succession and development 
planning. In fact, in the survey, the greater a company's net revenue, the more likely 
performance management systems were aligned with other talent management 
processes. 


Key Finding No. 7: Performance planning is top priority for change. 
Participants were asked to identify the one area of their performance management 
systems they would want to improve and why. The priority areas for change most 
frequently cited were performance planning, ongoing coaching and development, 
automation, leadership commitment and management accountability, management 
and employee training and communication, and consistency between raters. 


One out of four participants (25 percent) reported that they want to enhance the 
effectiveness of performance planning. They indicated that they fail to meet some or 
all of the "SMART" criteria, an acronym that serves as a guide to effective 
performance planning (i.e., goals are SMART when they are: Specific, Measurable, 
Aggressive yet Achievable, Relevant to the company's performance challenges and 
success metrics, and Time-bound). Many participants reported the need to better 
"align individual employee objectives with company objectives," as well as the need to 
“change the focus from a one-time, annual event" to an ongoing performance 
development process. Other participants revealed the need for greater leadership 
commitment and involvement, as well as management accountability for effective 
performance management. 


If you could improve one area of your company's performance management system, 
what would it be? 


Figure 3 Areas for Improvement 


Area for Improvement % Citing 
Performance planning 25% 
Other 18% 
Ongoing feedback and development 14% 
Leadership commitment and management accountability 11% 
Consistency between raters 9% 
Training and communication 9% 
Automation 8% 
Implement multi-source/360-degree feedback 3% 
Link and/or better align performance and rewards 3% 


The "other" category includes areas such as: shift to a more results-oriented system, 
demonstrate the ROI, link to career development/succession planning, and implementing 
different systems for each business unit. 
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A Model for Change 
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Traditional performance review is undergoing serious scrutiny. In the past five to 10 
years, HR literature has been replete with condemnations of annual merit reviews, as 
well as many other facets of so-called performance management. This practice, at one 
time a bedrock of HR practice, is being more closely examined than ever and, it 
appears, found to be wanting. 


A summary of the complaints leveled against traditional performance management 
include: 
— The annual event approach minimizes ongoing feedback and too often 
substitutes for sound leadership practice. 
— Performance reviews typically have a narrow focus, resulting in a lack of due 
consideration for teams, processes and the systemic nature of performance. 
— The emphasis on forms and ratings leads to a lack of dialogue. 
— Anoveremphasis on back-end review often comes at the expense of front- 
end performance planning. 


In many ways, the traditional approach oversimplifies the issue. Can a year’s worth of 
activity, energy, projects, problems and challenges really be reduced to a series of 
five-point rating scales? Worse, the traditional approach does little to clarify and 
reinforce the daily responsibility of managers to engage their people in the quest for 
optimal performance. 


These and other well-documented issues have led many organizations to rethink their 
approach to performance. The new perspective that has emerged generally is 
characterized by: 
— Anemphasis on front-end planning rather than back-end review 
— A broader definition of performance that focuses on more than narrowly 
defined job responsibilities 
— Anemphasis on ongoing dialogue rather than forms and rating scales 
— Asystemic view that recognizes the many factors contributing to 
performance outcomes. 
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A Core Issue 


Close examination of the transition from old to new reveals an underlying theme: 
leadership. The essence of what is happening in the area of performance 
management can be best described as a move from management (administration of 
forms and procedures) to leadership (guidance and direction toward a mutually 
desirable outcome). Moreover, the new approach to performance calls for a change in 
how we view the role played by those charged with leading others. 


Is the leader a passive observer whose primary purpose is to rate performance after 
the fact, or is he an active participant with the capacity to influence and even, toa 
large extent, de ermine the performance outcomes of his employees? 


In many ways, this transition mirrors what occurred in the quality movement decades 
ago. As the focus moved from checking for defects at the end of the process to 
building in quality from the beginning, quality assurance replaced quality control. 
Performance leadership has a similar objective: Create an environment in which 
desired performance outcomes are highly probable. When this is achieved, attention 
to the performance issue is “built in” to leadership responsibility and the leader’s role 
changes from “control” (end-line inspection) to “assurance” (front-end and continuing 
participation). 


A core belief emerges from this line of thinking: The performance of individuals 
primarily is a function of the quality of leadership to which they are exposed. 
Performance, then, is the outcome of a system created by leadership activity and 
behavior. Rightly, energy is applied not to evaluating the performer, but to creating an 
environment -- through leadership practices -- in which successful performance is a 
high-probability outcome. This core belief serves as a foundation for a model that will 
guide new practice in this vital area. 


To change performance review practices that have become among the most 
entrenched of all HR-related traditions in most organizations, a conceptual framework 
for viewing the key issues is required. 


Following is a summary of such a framework. The intent is not to describe in detail the 
elements of a new system; rather, what follows is a description of the proper 
foundation on which such a system can be built. This model includes: 


™ Aconcise definition of performance 
= Ameans of categorizing performance from a leader-based perspective 
™ Aspecific set of performance leadership responsibilities. 


The First Question: What Is Performance? 

Before transitioning to performance leadership, the organization must define 
“leadership.” While this step may seem self-evident, attention also must be devoted to 
the first word in this phrase. What do we mean when we talk about “performance?” 
The term is used in many different contexts and has many different shades of 
meaning. 
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Too often, performance is treated as a “know it when | see it” phenomenon. But, if we 
truly want to establish a system in which the energy and effort expended by individuals 
merges into a coherent purpose, we must communicate a definition that helps focus 
that energy and effort. 


The question can be posed this way: If a new approach to performance emphasizes 
dialogue, what is the topic of that dialogue? More simply, what do leaders and their 
employees talk about? A useable definition of “performance” has three parts: 


@ Job responsibilities 
™@ Objectives 
@ Behavioral competencies. 


While this definition seems simple, it provides much-needed focus to the dialogue 
between managers and employees that is key to successful performance leadership. 
Figure 1 further clarifies this definition and includes three basic questions that leaders 
need to answer for each employee. 


The Performance Distribution 

A second key to considering performance primarily as a function of leadership is a 
framework for thinking about the levels of performance. In any organization, 
performance ranges across a distribution that can be viewed as having three basic 
categories. (See Figure 2.) 


Of course, in traditional performance reviews there typically is an attempt to further 
divide the middle “hump” of the curve into two, three or even more categories. 
However, whether this annual slicing and dicing activity actually adds value is a 
question deserving serious consideration. If the goal of the performance system is 
enhanced performance, then the complexity of the scheme used to rate past 
performance may be of less consequence than traditionally assumed. 


This performance distribution, rather than being intended as a scientific analysis of 
performance, is a tool that assesses performance in a manner that relates it more 
clearly to the role of leadership. The issue isn’t so much one’s philosophy regarding 
the number of performance categories as it is the view of people at work and the role 
leadership plays in their performance. In a leader-based approach, there is an 
underlying belief that most employees -- as many as 90 percent or more -- come to 
work every day with a desire to contribute. The leadership practices to which they are 
exposed determine to a large extent whether this desire is realized. While capable of 
meeting basic job expectations, performance variations in the middle 80 percent do 
exist. However, these variations simply point to the need for thoughtful application of 
various leadership practices in unique ways at varying times during the year. They do 
not suggest a need for complex rating scales. Leadership remains the issue. These 
individuals will respond to consistent planning, feedback and rewards and recognition. 


Again, performance is a function of leadership. Given this basic assumption, an array 
of rating categories becomes unnecessary -- even counter-productive, considering the 
potential for ratings to have a negative impact on motivation. The goal is to move 
managers from the role of year-end raters to “performance agents,” or leaders who are 
engaged in behaviors that result in enhanced performance of individuals in their teams 
and work groups. 
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What About the Tails? 

The lower 10 percent of performers includes those whose performance is below 
standard to the point that formal, documented intervention is required. In these cases, 
basic job expectations clearly are not being met. These are individuals whose 
performance is lacking to the extent that a fork in the road has been reached: either 
they improve or change jobs (internal or external). This group’s existence is a reality. 
These are the relatively few individuals who will not perform in their current roles, in 
spite of sound leadership practices. 


The upper 10 percent of performers includes those whose performance clearly and 
inarguably is beyond the norm. These individuals bring that intangible something to 
the table that enables them to make significant contributions, even if saddled by 
inconsistent or inadequate leadership. 


Each tail is 10 percent for two reasons: 


m@ The fundamental belief that at least 80 percent of the work force will perform in an 
environment characterized by sound leadership practice 


m Ten percent is a sufficiently low threshold that individuals in the two tails can be 
identified with a fair degree of confidence. 


Some would argue that 10 percent is too high. Certainly, once the percentage goes 
beyond this threshold, the makeup of this group in any organization becomes 
increasingly a matter of judgment and debate. 


A Second Question: What Is Performance Leadership? 

Given a clear definition of performance and a framework for viewing the performance 
of individuals, a second question can be addressed. More specifically, what is the 
leader’s role in determining employee success in terms of responsibilities, objectives 
and behaviors? There is a three-part answer for this question, as well. Each part 
represents a leadership practice that is critical to the performance of individuals and 
teams. Performance leadership is: 


m@ Planning 
m Feedback 
m™ Rewards and recognition. 


Planning 

By its very definition, planning takes place at the beginning. This may seem a simple 
point, but it often is overlooked. The “simple” step of seriously thinking about and 
discussing the type and level of performance required to be successful is not 
frequently done in an effective manner (a fact to which many employees will attest). 


Key planning activities include goal setting, clarification of behavioral competencies 
and how they apply to the job, and assignment and clarification of responsibilities. 
Planning provides an opportunity to identify and prepare to address developmental 
needs, as well. A great deal could be said about each of these activities but, for this 
article’s purposes, it simply should be noted that planning for performance is much 
easier to talk about than do. It takes time and effort. The payoff, however, is worth the 
investment. 
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The outcome of planning is clarity about the goals to be met, responsibilities to be 
fulfilled and the behaviors that contribute to team and organizational success. Clarity 
about each of these items is the essence of focused performance. 


Feedback 

Volumes have been written on feedback. We know that feedback must be timely and 
specific. Everyone agrees on the importance of feedback. Yet, it may be the 
leadership activity with the largest gap between philosophical consensus and actual 
practice. 


It should be noted that many managers struggle with feedback precisely because of a 
lack of planning. Without front-end performance planning, feedback has no context. If 
such planning has occurred, however, feedback is a much more natural activity. 


The characteristic of effective feedback most relevant to this discussion is that it is 
ongoing. Effective feedback is a practice, as opposed to an event. Its medium is 
dialogue, as opposed to forms and rating scales. 


The outcome of feedback also is clarity -- clarity regarding the performer’s recent 
performance against previously agreed-upon criteria. This clarity allows the performer 
to adjust as necessary or continue full steam ahead where appropriate. Information 
that enables the performer to maintain a high probability of success is the essence of 
feedback. 


Rewards and Recognition 

A great deal has been written and said on this topic, as well. However, it is worth 
noting that rewards and recognition have far more to do with personal interaction than 
most managers realize. While money certainly is important as a form of recognition, it 
is by far not the only form, nor is it enough by itself. Even when money is involved, the 
personal interaction during its distribution can be the critical factor in determining the 
resulting level of appreciation and motivation. Most managers fail to recognize that 
their ability to speak is one of the best motivational tools they have available to them. 


An organization’s philosophy and practice with regard to rewards cannot begin and 
end with an annual pay increase. These pay increases, spread across a year’s worth 
of paychecks and typically not clearly connected to any particular accomplishment, 
simply do not meet the standard of a motivational reward. A reward is itself a form of 
feedback and, as such, must be specific and timely. Recognizing performance is an 
ongoing leadership activity that cannot wait for the annual review. The outcome of 
rewards and recognition is, again, clarity: clarity regarding the specific actions that 
bring about desired results. (See Figure 3.) 


Looking Ahead 

Traditional practices are difficult to change. But with a sound framework that guides 
thinking, it is possible to uproot even the most entrenched icons of tradition. In 
performance management, the implementation of new approaches is much more likely 
to succeed if performance outcomes are defined and the pivotal role of leadership in 
performance is understood. 
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HR professionals need to take the lead in critically thinking about current practices in 
this area. They must openly ask whether their organizations are paying sufficient 
attention to the role leaders play in performance. They need to honestly examine the 
outcomes of traditional practices and ask if those outcomes are indeed value-added. 
Challenging leaders to evaluate the impact of their behavior on employees’ 
performance will accomplish more than designing new forms or rating scales. 


As organizations invest time and effort into thinking carefully about performance, 
define ways that are meaningful for employees and train leaders to act as 
performance agents, they will transition from old and ineffective practices to a new 
system that targets performance toward outcomes that matter. Rather than 
performance being managed, it will occur as the natural outcome of a system 
characterized by effective leadership. 
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figures, page one of one 


Defining Performance Leadership 


Performance Topic Focus Source Feedback Question 
| Job Responsibilities Fulfillment of duties assigned Role profile (resulting from “Am | being effective 
to a given role job analysis) in my role?” 
Objectives Achievement against goals Company and team goals “What am | accomplishing and how does 
it relate to team and company targets?” 
Behaviors Demonstration of behaviors that Company core behavioral “Am | exhibiting those behaviors that make 
contribute to the desired culture competencies for a productive work environment?” 


Levels of Performance 


| 


Lower 10 Percent | Middle 80 Percent Upper 10 Percent 

+ Not meeting * Able to meet most * Clearly exceeding 
basic expectations or all expectations expectations 

+ Formal + Will perform in * Will perform 
intervention response to in spite of inade- 
required effective leadership quate leadership 


Results of Planning, Feedback and Rewards 
and Recognition 


Leadership Practice | Leader Behavior Outcome 
Planning * Goal-setting Clarity regarding 
+ Clarification of performance 
responsibilities expectations 
+ Application 


of behavioral 
competencies 


Feedback + Maintenance of Clarity regarding 
ongoing dialogue | performance 
expectations 
Rewards and + Use of monetary Clarity regarding 
recognition and nonmonetary | valued actions 
| methods and behaviors 
+ Personal 
interaction 


GR5 # RES 1.17 


© WorldatWork. All rights reserved. 


(blank) 


GR5 # RES 1.18 


© WorldatWork. All rights reserved. 


Maispan 


workspan, May 2003, Volume 46, Number 5 


Getting Back to Basics 


By Patricia K. Zingheim, Ph.D., and Jay R. Schuster, Ph.D., 
Schuster-Zingheim and Associates Inc. 


The answer for handling pay issues in a time of economic uncertainty may well lie in 
the notion of just keeping it simple. 


Quick Look 


— One of employers’ main objectives is to create a positive bond between 
themselves and their employees. 


— l|farewards strategy is built with both good and bad times in mind, the 
organization will stay the course. But many organizations have decided that 
low points in the business cycle will influence what they do in the short-term. 


— Though applicable in both good and bad times, the benefit of some specific 
tactics will be more apparent when pay dollars are particularly scarce. 


Planned 2003 pay increases for salaried employees are being cut from earlier 
expectations, according to a recent report published by The Conference Board. With 
continuing economic uncertainty, stock market volatility and profit concerns, what’s a 
rewards planner to do to ensure that pay practices match company and work force 
needs? Aside from reducing and delaying merit increases, shifting emphasis from 
stock plans to cash incentives and eliminating vacation carryovers, the solution could 
well lie in going back to compensation basics. 


In the past decade, major employers have made the move to total rewards. Some 
companies implemented creative total rewards designs that align pay with concrete 
goals to add business value. For others, good business time led to a strategy of 
becoming a “best place to work” by liberalizing pay, benefits and workplace 
experiences. Regardless of the solution, the objective always is to create a positive 
bond between employers and employees. 


The consensus is that, for the next few years, if a rewards strategy is built with both 
good and bad times on the radar, the organization will stay the course. However, a 
number of companies have decided that low points in the business cycle will influence 
what they do in the short-term. 


Consider the following tactics that companies are employing to handle dwindling pay 
budgets and a labor market in which the talent supply often exceeds demand. Some of 
these apply in good times and bad, but they become more apparent when pay dollars 
are particularly scarce. What’s important is that these tactics are linked. Most 
organizations say they are just the basics of sound pay management, regardless of 
the business cycle. 
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Getting the Most from Compensation Expenditures 

More than ever, employers need to get more of what they want from their work force, 
per compensation dollar spent. Whether it’s ensuring competitive pay for scarce talent, 
focusing on rewarding the best performers or filling gaps in the total rewards program 
before allocating dollars to other priorities, pay is a win-win exchange for employers to 
get more of what they want. Prioritization of demands on compensation dollars is 
today’s hot trend. The time has passed -- at least for now -- for companies to believe 
they can distribute budgeted dollars until they are expended, then “return to the well” 
to get more for some unexpected or unplanned compensation. Clearly, accountability 
is in vogue and increasingly becoming a critical job requirement for managers. 


While getting more bang for the buck is normal for contemporary companies facing 
uncertain futures, the slumping economy and the fact that this downturn is becoming 
increasingly protracted are pushing organizations to squeeze even more from talent 
strategies and tactics. Rewards planners are being called upon by senior 
management to show the bottom-line value impact of new HR programs. This includes 
setting baseline performance levels in real terms and, subsequently, attempting to 
isolate the positive effects that program changes have on moving these baselines 
higher. This can be achieved by: 


— Running the rewards system like a business 


— Developing measurement systems to show company leadership the value 
gained from dollars spent in terms of top performers, key skills and the people 
who make a bottom-line difference 


— More strongly differentiating pay based on performance. Variable pay 
accomplishes this most effectively. Note that employees who meet 
expectations similar to the previous year may not be eligible for a base pay 
increase given the need for continuous improvement. 


Place Urgent Priority on Key Talent 

Scarce talent and the effort to gain competitive advantage by attracting the best 
performers is getting attention from the senior-most people responsible for managing 
HR to accomplish goals and objectives. This commonly requires identifying the skills 
and capabilities that are most essential to an organization, selecting the top 
performers who have these skills and can effectively apply them to achieve the 
required results, and retaining people with these competencies through reward 
planning. To get the most from rewards dollars, set a priority to direct pay to the key 
talent who make the business a success. Many employers lack a talent strategy when 
hard times hit, forcing them to cut both muscle and fat when the time comes. 


The rewards planner needs to assist senior management in defining and executing a 
key-talent attraction and retention strategy that provides the most return on 
investment. And, the company is measuring rewards effectiveness in terms of how 
successful it is in filling positions with critical talent and in ensuring the best people 
remain excited and motivated under any and all economic circumstances. To 
successfully carry out these steps, the rewards planner can: 
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— Be up-to-date in identifying key talent -- the strong performers who possess the 
necessary core competencies or serve in a business-critical role 


— Provide additional rewards (e.g., larger base pay increases, additional variable 
pay, recognition, additional development opportunities, special assignments, 
etc.) 


— Customize total rewards based on what motivates critical talent (to the extent 
that it is consistent with the company’s values). 


Add More Beef to Performance Management 

To direct compensation resources to key talent, rewards planners need to identify 
critical skills, then evaluate the individual performance of those who have those skills. 
An effective performance management solution becomes a vital tool in effectively 
allocating money to the people who are strong performers and are most critical to the 
core business. Limited compensation budgets place a high priority on ensuring the 
performance management solution can effectively move pay dollars to the people who 
are most essential to the organization’s future. 


The rewards planner is essential in developing and implementing performance 
management solutions that are effective in cascading goals from the company’s 
business strategy to the work force. This involves coaching and training in translating 
corporate goals into goals that are more affected by the work force. It also means 
branding the organization as a “best business place to work,” rather than just a “best 
place to work” because of highly liberal benefits and pay that are shared by both top 
performers and those who may not fully add value to the business. Tactically, the 
rewards planner needs to: 

— Ensure measures and goals cascade from the business plan or balanced 

scorecard. Goals need to be aligned and people need to be focused. 


— Train managers and supervisors in the how-to’s of coaching, developing and 
communicating goals and being accountable for translating planned actions 
into real outcomes. Present managers who are good at this as role models and 
trainers for others. 


— Encourage regular coaching and problem solving to ensure tough goals are 
met. 
Shore Up Variable Pay/Lump-sum Awards 
Historically, base pay adjustments have served many purposes: 
— Torespond to competitive realities in the labor market 


— To reflect differences in the value of the role employees play in making the 
company a success 


— To reflect performance on an individual level 
— To respond to internal pay relationships among work force members 
— To pay for the acquisition and application of skills and competencies. 
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The challenge with base pay adjustments is that, once granted, they are a fixed cost. 
They lack the flexibility that contemporary organizations need to respond to changes 
in organizational staffing and work force requirements. 


Making variable pay and lump-sum awards work effectively clearly is a priority, 
especially under limited budgets. Variable pay based on key goals can put limited 
compensation dollars into the pockets of key talent. Variable pay also provides the 
agility and versatility the organization needs to acknowledge changes annually or 
more frequently. Variable pay has lost some luster because of missed performance 
goals in the past few years, so restoring confidence in this powerful tool is necessary 
for organizations seeking to shore up their compensation solution toolkit. 


However, the work force should not receive variable pay rewards when goals are 
missed. The role of the rewards planner is to ensure the goals used for variable pay 
are reasonably set based on the company’s business expectations. Thousands of new 
variable pay plans have been implemented for nonmanagement employees. These 
plans add value to the business because they permit companies to make employees 
stakeholders in achieving reasonable goals that make the company grow and prosper. 
The new role of rewards planners is to help senior management set these goals, 
translate them so they are understood by employees, and ensure they can be 
achieved based on the existing business climate. The challenge for rewards planners 
is to: 

— Set reasonable and achievable variable pay goals 


— Assist management in communicating progress toward goal achievement and 
making any needed course corrections along the way to avoid missed 
expectations 


— Consider setting temporarily lower thresholds with lower incentive 
opportunities if goals are too much of a stretch (to keep employees “in the 
hunt”). 


Hold Managers Accountable for Budget Management 

Too often managers aren’t held accountable for managing to the annual compensation 
budgets for which they are responsible in the way the organization intended. This is 
changing. Organizations are training managers to assume responsibility for budget 
allocation and for telling direct reports why they receive the compensation treatment 
they do and what they must do to earn more. Managers no longer can say, “I’d give 
you more, but HR won't let me.” 


Increasingly, it’s managers who primarily communicate the implications of the pay 
program. A key tool is the company’s goals, which are translated through the 
performance management system and reflected in the base or variable pay outcomes 
that result from the process. Managers should be accountable for the entire increase 
budget -- not just merit or annual increases, but also promotions and any other types 
of increases. Companies are budgeting and tracking promotions to historical levels to 
avoid increased and unwarranted spending. Others are attempting to, at least partially, 
fund programs from base pay savings generated by natural work force attrition. When 
promotions are up and staffing levels are stable or falling, this often is a flag for 
concern. 
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GETTING BACK TO BASICS 


The rewards planner needs to serve as an educator to help managers become 
responsible for effective rewards budget management. This involves developing and 
implementing training tools that help managers better direct their scarce pay-increase 
dollars toward attracting and retaining key talent. The rewards planner can help by: 


— Developing and helping managers to give clear and caring feedback to 
employees about the reasoning behind pay decisions and what employees can 
do to improve performance 


— Providing managers with the compensation tools needed to be accountable -- 
spreadsheets with total compensation elements for each employee reporting to 
the manager and market information to make sound decisions 


— Holding managers accountable for the elements of the base pay increase 
budget, as well as the overall base pay, variable pay and recognition budgets. 


Times of Limited Compensation Budgets 

Rewards planners have been in times of limited budgets before. Sometimes we’ve 
missed the boat on managing our way out of those challenges positively. Rewards 
planners are being tested again from both a strategic and tactical standpoint. Yet, 
again, there is an opportunity to get it right so organizations can gain the benefit of 
what’s been learned as they move forward. The suggestions offered in this article are 
important when budget times are tough, and they remain critical for the long-term 
health of rewards management during any economic times and in all work force 
circumstances. The rewards planner’s role is evolving into that of a business manager 
for rewards dollars. With that change comes new sets of critical skills and capabilities, 
and a heightened level of importance for rewards planners in the business process. 
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A SUPPLEMENT TO 


o 


SPECIAL REPORT ON 
PERFORMANCE 
MANAGEMENT 


How Our Readers Make 
Performance Management Work 


he shaky economy, downsiz- 

ing, and the growing need to 

make the most of what you’ve 

got. have all ‘come. together to make 

performance management more crit- 

ical than ever for most companies. No 

matter what’s ‘going on, people .are 

‘still your most valuable asset, and the 

need to measure and assess their 
progress has only increased. 

Performance management begins 
With a performance appraisal system 
and encompasses tracking, bench- 
marking, and following up. 

‘When HR/ocus asked its readers to 
describe key issues in performance 
management, they told us: 

Following up and following 
through. 

e Getting managers to participate 
in performance appraisals and per- 
formance management programs. 

e Dealing ‘with performance issues 
year-round rather than just at review 
and appraisal times. 

e Mentoring and training. 

e Encountering resistance to the 
process from both managers and em- 
ployees.. 

© Applying performance manage- 
ment consistently throughout the or- 
ganization. 


IN THEIR OWN WORDS 
The following are highlights from 
respondents’ comments: 
e Compensation analyst at a util- 
ity company with 8,000 employees: 
Program: “All employees are as- 
sessed annually on a five-point scale, 
The resultant rating is then used to 
calculate the annual incentive and 
merit increase, if any, The employce 


and supervisor in tandem set goals at 
the beginning of each fiscal year. All 
employces are also evaluated on a set 
ofcommon company ‘key behaviors’ 
as well as personal goals.” 

Benefits: “One item that makes our 
program ‘helpful is that it is entirely 
online on the intranet. Supervisors 
and employces can set.goals online, 
evaluate them, and then HR can eas- 
ily access all results.” 

Challenges: “Encouraging manag- 
ers to take the process seriously and 
to use the. forum as a development 
tool. One way we have addressed this 
is by creating a new incentive pro- 
gram, which more closely ties com- 
pensation to performance.” 

e HR representative for a manu- 
facturing company with 700.em- 
ployces: 

Program: “Considerable ‘time was 
spent designing a performance -ap- 
praisal system that encompassed 360- 
degree feedback. The primary appli- 
cation for this was based on two key 
assumptions: (1) that awareness of 
any discrepancy between how we sec 
ourselves and haw others-sce us en- 
hances self-awareness, and. (2) ‘that 
enhanced Self-awarenéss is a key to 
maximum performance, thus becom- 
ing a foundation block for employee 
growth and development.” 

Benefits: “The 360-feedback sys- 
tem allows an employee the opportu- 
nity to participate in the performance 
appraisal by comparing self views to 
the views of his or her boss and co- 
workers on a variety of skills de- 
signed to capture the characteristics 
of our culture and its expectations for 
each employee. The key aspect of the 


Reprinted with permission from |OMA, (HRfocus), October 2001 © 2001 
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system’s design is to provide input to 
the rating manager when evaluating 
the overall performance ‘of the em- 
ployec and establishing development 
plans mutually agreed upon by the 
employee and supervisor.” 

Challenges: “Timely submission of 
annual reviews has been challenging 
in the past. We’ve addressed this is- 
sue and it’s now included in the annu- 
al goals and objectives set at the exec-. 
utive level.” 

® Manager, HR, at a cable ‘com- 
pany with 450 employees: 

Program: “The focus is on estab- 
lishing shared responsibility and ac- 
countability between management 
and employees. Our approach is sys- 
temic and provides.a platform with 
specific behavioral competencies, .a 
rigorous process for discussing ‘and 
providing performance feedback, and 
a fair, respectful, and honest apprais- 
al of overall performance. The target 
for this -system is management, spe- 
cifically anyone who manages other 
people. We believe that improving 
our performance management prac- 
tices and skills will have a direct and 
complementary influence on our busi- 
ness results.” 

Benefits: “An increase in the qual- 
ity'and quantity of performance dis- 
cussions that Jeads to improved rela- 
tionships ‘and business results. The 
competencies are represented in:sto- 
ries that are customized by depart- 
ment—this allows a clearer under- 
standing of the impact on specific 
individuals. The management tools 
alsoallow employees to think through 


continued on puge $3 


How Our Readers 
Make Performance 
Management Work 


continued from page SI 


issues ind prepare for more produc- 
tive and honest discussions. We pay 
closé attention to how the system is 
received and used, and evaluate its 
effectiveness against our internal re- 
lationships and business results.” 

Challenges: “Consistency of utili- 
zation throughout the organization. It 
can be difficult for some managers to 
be consistent with participating ‘in 
frequent performance ‘discussions 
when they. don’t always receive the 
same participation and feedback from 
their supervisors. We hope to address 
these issues by continuing to educate 
new management and soliciting feed- 
back from employees. We are also 
evaluating the need for a ‘refresher’ 
course for those who have previously 
attended the training.” 

e Manager, employee relations 
and acting HR director for.a uni- 
versity system with 13,221 employ- 
ecs: 

Program: “The key ... is continual 
communication between the supervi- 
sor and the employee. Employees re- 
ceive written job descriptions and the 
supervisor communicates ‘what the 
performance standards and expecta- 
tions are for those job duties. Em- 
ployees receive orientation and/or 
training for their position, and coun- 
seling and coaching as needed. They 
also receive written performance 
evaluations annually. If additional 
training and counseling don’t bring 
about improved performance, pro- 
gressive disciplinary action would 
follow.” 

Benefits: “Employées know what is 
expected of them and feel that they 
can communicate freely with their 
supervisor about issues and problems 
as ‘they arise, including training is- 
sues and ‘the need for additional re- 
sources, etc. Employees’ performance 
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HOW OUR READERS 


is better when morale is better.and 
they know what is expected of them.” 

Challenges:“Consistent implemen- 
tation across a yery large organiza- 
tion. We have more than 325. depart- 
ments with very different focuses. 
Many departments are nun by a facul- 
ty member, and sone have only ad- 
ministrative staff—all competing for 
limited resources. It-is very difficult 


Performance 


: “tains Perorance ran er, ms 
Mark Huselid, and Dave Ulrich, Harvard. 
“Business” ‘School | Press, "2001. Cost: . 


- ‘Report, March’ 2001. ‘Contact: IOMA, © 
““Tac., 212-244-0360; email: subserve@ : 
i: cmecary Web site wow loma,com 


“mance Appraisals,” /OMA ‘s Pay tor Per- + 
- fermidoce Ripive December. 2000, Con. 
“tact: IOMA, Inc.; 212-244-0360; email: - 
; Subserve@ioma.com; : W site: www. ¥ 


“The New Thiniig i Petornabés Api 
‘' praisals,” by Dayton Fandray, Workforce : 
“magazine, May 2001,Costa Mesa, ‘Calif; : 
: 800-444-6485 or. 714-751-1883; Fax: a 
714-751-4106; Web: si wv : 


Sara taste Muna Capt enc 
marking Report, issued annually by the’ 

"Saratoga Institute, Santa ‘Clara, Calif.; ' 
“408-556-1150; ‘email: si@saratogat’ 
* ;Institute.com; Web site. awww.saratoga- 
 mstitute.com.* Cast: $3,400. ‘Contains i 
__ detailed: benchmarks on ‘Pestahmaate ‘ 


to ensure consistency across units, 
Our supervisors are working supervi- 
sors in that.they have their-own dis- 
tinct jobs in addition to supervising 
staff, Thus they often have extremely 
limited time fo give to supervision. If 
it is done fairly and continuously, 

performance management takes time. 

Tlow we are addressing these ‘chal- 
lenges: providing ongoing .supervi- 
sor training classes on aspects of per- 
formance. management (e.g., perfor- 
mance standards, performance ap- 
praisal, coaching and counseling, etc.) 
as often as possible. And providing 
ongoing counseling on performance 
management and all aspects of em- 
ployee relations to supervisors as is- 
sues arise.” 

e HR manager of a manufactur- 
ing company with 25 employces: 

Prograni: “Supervisors are sup- 
posed to méet with employees infor- 
mally at least quarterly. On an annual 
basis they are to mect with employees 
and review a completed performance 
appraisal form, which includes ob- 
jectives and training for the new year. 
This is completed at employees’ an- 
niversary dates, and is not tied to 
money?” 

Benefits: “Communication between 
‘supervisor and employce.” 

Challenges: “Supervisors who 
grumble because they haté to com- 
plete the forms and employees who 
grumble because no money is tied to 
the assessment.” 

e HR manager at a biotech com- 
pany with 135 local employees and 
45,000 worldwide: 

Program: “Employees and manag- 
ers jointly set performance manage- 
ment -goals at the beginning of the 
year. Employces are assessed against 
those at mid-year and year-end. Em- 
ployees are also assessed against the 
success factors: business acumen, 
communication, respect, etc.” 

Benefits: “Our program places 
emphasis not only on completing the 
job but also on how the job is done 
(i.e., emphasis.on respect). It allows 
for great flexibility: Employees are 
involved in setting goals that can 


GR5 @ RES 1.27 


© WorldatWork. All rights reserved. 


change throughout the year based on 
changing needs and priorities.” 

Challenges: “An online system that 
can be ‘quirky,’ and:resistance from 
managers and employees to use the 
system. We continue to make up- 
grades and work out bugs with the 
programmers, We continue re-cdu- 
cating cmployees.and managers on 
the benefits of doing .revicws and 
being involved in the process.” 

e Director of HR fora food whole- 
saler with 3,500 employees: 

Program: “Annual performance 
reviews, increases tied to perfor- 
mance, bonuses ticd to performance, 
career path planning, ongoing train- 
ing programs.” 

Benefits: “Employees understand 
company goals; they understand 
where they fit:in the big picture, and 
know what it takes to progress or 
obtain more responsibilitics and where 
they stand in comparison to others in 
similar positions (compensation). 

Challenges: “Getting: managers to 
deal with performance issues through- 
out the year. Managers Ietting em- 
ployees have the time to take training 
classes. Managers taking the time to 
coach and mentor new employecs.” 

e HR manager, manufacturer 
with 57 employees: 

Program: “Salaried employees are 
assigned specific goals and targets at 
the beginning.of each year. A mid- 
year review is completed and then an 
end-of-year review is performed. 
Merit increases are based upon ac- 
complishment of goals. Hourly em- 
ployees have -an annual review. of 
competencies. Their merit increases 
are based upon review. 

Benefits: “The goals established for 
each employee are in direct align- 
ment with the company’s yearly key 
results areas from the operating plan. 
The benefit of this system is that 
everyone is working toward accom- 
plishment of these company goals. 

Challenges: “Finding time ‘to ad- 
equately establish and communi- 
cate the goals. Changing focus with 
fluctuating business needs is also a 
challenge. ” Q 


(blank) 
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Business Performance Management 
Improving Return on Rewards Investments 
Ravin Jesuthasan, CFA, Towers Perrin 


Given current economic conditions, HR is under mounting pressure to do more with 
less. Organizations are cutting investments in people programs even as HR is being 
pressured to deliver a higher return on this major investment. What can organizations 
do to balance these often conflicting imperatives -- attracting, retaining and engaging 
key employees and managing down overall rewards costs? The traditional approach 
of rewarding everyone more or less equally will no longer work. HR professionals 
should radically rethink the way they manage and reward performance. 


HR is facing the classic squeeze play. Three unavoidable realities of today's business 
environment are affecting HR organizations, regardless of company size, industry or 
location. 


Reality No. 1: Employee rewards dollars are shrinking. A Towers Perrin study, 
Managing Performance and Rewards in a Challenging Business Environment, 
conducted in North America in the first quarter of 2003, revealed that roughly two- 
thirds of companies are experiencing significant to severe cost pressures, which are 
affecting the amount of dollars available for merit budgets and incentive pools. 


In response, employers are abandoning automatic performance rewards in favor of 
rewards tied specifically to organizational and individual results. Figure 1 illustrates the 
prevalence of this and other trends. 


Reality No. 2: HR is under pressure to demonstrate return on its investments. 
Forced to show a better ROI, HR's immediate challenges include: 


— Redirecting investments into those opportunities with the greatest return 
potential 

— Focusing their limited resources on those employees with the greatest potential 
impact on organizational performance (i.e., high-performing individuals and 
those who work in mission-critical functions) 


— Having the necessary tools to recognize, differentiate and reward performance. 


In classic economic terms, this is referred to as the marginal utility theory of 
production; that is, placing your last available dollar of investment where it will produce 
the greatest incremental return. These initiatives have just as much legitimacy in good 
times as in bad. Aligning employees' goals, performance measurement and rewards 
with key business objectives is sound business practice. 


Reality No. 3: Positive employee engagement is linked to improved business 
performance. As employees' emotions about work become more positive, so does 
company performance. In the Towers Perrin 2001 Talent Report: New Realities in 
Today's Workforce, findings indicate a strong correlation between employee 
engagement and financial indicators. (See Figure 2.) 
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On all three metrics -- revenue growth (up), cost of goods sold (down) and employee 
loyalty (high) -- there was clear evidence of the quantitative and qualitative benefits of 
a highly engaged employee population. 


The likely financial impact on a company's operating margin also was estimated, 
assuming various percent changes in overall employee engagement. As shown, 
relatively modest increases in engagement can generate substantial gains in operating 
margins. Obviously, individual results will vary depending on a company's unique 
circumstances, but the potential financial leverage is compelling. In today's 
environment, employers should: 


— Measure the attitudes of their own employees to understand the current state 
of employee engagement and identify gaps and reasons for disengagement 


— Find ways to make key employees feel more positive about their work 
experience 


— Design and deliver those tangible and intangible rewards that will engage their 
key employees. 


A New Way Forward 

While the cost pressures facing organizations are nearly universal, the tactics for 
dealing with them are not. High-performing organizations typically take a more forceful 
and disciplined approach. For most organizations, the rewards investment often is the 
single largest annual expenditure, yet it is managed with a fraction of the rigor that 
much smaller investments receive. Knowing how much and where to invest is key. 


The success of any rewards program ultimately rests on segmentation, differentiation 
and engagement. Specifically, success rests on companies' ability to segment and 
engage their work force in clearly definable ways and accurately differentiate and 
reward performance. With fewer rewards dollars available, segmentation will become 
even more critical. It comes down to knowing which investments will produce an 
appropriate return. 


Understanding the drivers of employee engagement and their links to business 
performance will provide the insight necessary to guide investments. Predicting which 
program changes, takeaways and/or supplements will affect recruitment, productivity 
and performance could be the single greatest challenge facing HR in the coming 
years. 


Driving Employee Engagement 

Employee engagement -- both rational and emotional -- is an employee's attitudinal 
attachment to his or her job and company, intention to act in the company's best 
interest, and willingness to invest discretionary effort in achieving business goals. 
Research and extensive experience have shown that engagement is an important 
driver of organizational performance. 


It takes more than pay to drive employee engagement. Pay isn't the only way, or even 
the best way, to engage employees. The top drivers of employee engagement vary 
depending on where an employee is in his or her career, but typically they include 
things that enable employees to make a difference. 
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Often, intangible factors such as manager support, clearly delineated goals and 
direction, career-oriented training and development programs and decision-making 
authority are valued more than pay. High-performing companies recognize this fact 
and place much greater emphasis on such rewards than do their lower-performing 
counterparts. Employers focusing exclusively on pay as a performance differentiator 
need to explore other avenues. 


As shown in Figure 3, the level of employee engagement more than doubles when 
investments in tangible rewards like pay are combined with line of sight and 
empowerment. Efforts to help employees make the connection between how their day- 
to-day activities impact company performance empowers them with the resources and 
the decision-making authority to positively impact company results. 


BPM Improves Return on Reward Investments 

Executives today are turning to HR and demanding a more business-oriented 
approach to managing pay and performance. This is business performance 
management (BPM), illustrated in Figure 4. BPM brings the same level of rigor to 
managing rewards investments as organizations typically apply to operational and 
capital investments. It essentially involves establishing a platform by: 


— Focusing: Identifying the functions and roles within the organization that 
create the most values. 


— Analyzing business drivers: Identifying the business drivers that have the 
greatest impact on shareholder value. 


— This platform is used to leverage investments in three particular areas: 


— Learning: Tools that show people how they make a difference and contribute 
in an optimal fashion 


— Rewards: Programs that give people a reason to make a difference 


— Engagement: Tools and processes that allow managers and employees to 
make a difference by actively managing performance on an ongoing basis. 


Unlike most business processes whose components are interconnected and operate 
sequentially, the parts of BPM can be analyzed and adjusted independently on an as- 
needed basis. For example, some companies may do a good job with rewards, but 
don't provide the /earning tools to help employees understand the key drivers of 
performance and how they contribute. Others may teach employees about key 
business drivers, but fail to reward them adequately for improving the performance of 
those drivers. Still others may have well-thought-out rewards and learning programs, 
but have not implemented the tools and processes that allow employees to contribute 
on a sustained basis. 


Companies may approach BPM differently depending on their industry, corporate 
culture or employee demographics, but the key elements of an effective BPM program 
are the same for any employer. A significant advantage of the BPM process is that it 
typically does not require additional investments, but rather a redeployment of existing 
dollars into investments with the highest return potential. Often, substantial savings 
can be realized. 
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Creating Focus 

Most companies have dozens of different job functions, but not all are equally 
important. Improving ROI requires that organizations bring surgical precision to their 
rewards strategies by segmenting the work force based on their criticality to executing 
the business strategy. When attempting to segment mission-critical employees from 
the others, companies generally look for functions and roles that have a direct and 
measurable impact on business results and exert substantial control over a key driver 
of corporate profitability. The higher a group scores on these two scales, the more 
critical it is to the economic success of the enterprise. 


Employers can convert these generic characteristics easily into company-specific job 
categories and plot them based on relative importance. (See Figure 5.) For example, 
within the financial services industry, line management, relationship managers, credit 
officers and traders are all seen as having a high degree of control over their individual 
work results and significant impact on the company's overall business results. A 
second cluster of roles might include IT, asset/liability management and marketing. 
This analysis provides insight into the roles (investment opportunities) that should 
garner most of the focus of the rewards investment if companies are serious about 
optimizing the ROI on their rewards dollars. 


Identifying Business Drivers 

While the "focus" element of the BPM framework addresses the question of where to 
invest, the business driver analysis element completes the aforementioned platform -- 
quantifying potential investment returns by linking employee behaviors and actions to 
key business drivers. Business driver analysis is a vital link in rewards management. It 
provides the economic rigor that is critical to ensuring any investment in rewards does, 
in fact, generate an acceptable return. It also provides valuable guidance for the 
design of incentive plans, training curriculum and goal setting, among other HR 
investments. 


Careful identification of financial, operational and customer drivers, in combination with 
proven analytical techniques, such as regression analysis, creates a framework for 
evaluating, before the fact, how a change in employee performance can be expected 
to impact customer, operational and financial performance. Such techniques elevate 
the notion of organizational alignment from the realm of concept to reality. Instead of 
offering vague promises of future outcomes, HR can provide senior management with 
predictable, quantifiable cost-benefit analyses covering any planned change in its 
performance management and rewards structure. In the process, HR can further 
enhance its stature as a key strategic contributor. 


Learning 

Recent Towers Perrin market research showed that developing employees' skills is 
one of the top drivers of employee retention. If employees believe that their company 
is committed to their personal development, they are more likely to not only contribute 
to the company in return, but also to stay around to see the results and realize the 
rewards of their efforts. 
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Educating employees on the economics of the business is another key factor in 
building commitment. As shown earlier, creating a line of sight -- a clear understanding 
of the connection between individual employee actions and the impact on business 
results -- is critical. Line of sight creates a greater understanding of organization 
strategy and key business drivers and provides employees with real knowledge for 
making better decisions -- ones that will positively impact business performance. 


A number of leading organizations have developed customized line-of-sight learning 
programs that include goal-setting workshops, classes on building and identifying 
critical competencies and Web-based educational tools. Other development initiatives 
pair newly promoted senior-level employees with more experienced mentors to build 
on-the-job learning opportunities. Regardless of the approach, the underlying objective 
is to ensure that employees not only understand the impact of their own day-to-day 
decision making on company goals, but, more important, know how to achieve those 
goals over time. 


To boost learning and provide a platform for ongoing improvement and change, some 
companies are introducing easy-to-use simulation models that project the financial 
impact of various employee-initiated business decisions. Companies tap the collective 
wisdom of their management ranks to compute and analyze the interaction between 
numerous operating decisions -- on each other and on the organization's bottom-line 
results. These relationships vary from company to company and are highly specific to 
the economics of a particular organization, its markets and its industry dynamics. Once 
the tool is loaded, it can be made available to managers and employees at their desks 
for use in day-to-day decision making. 


These types of tools provide employees with a clear line of sight between their actions 
and the overall performance goals of the company, and enhance an employee's sense 
of process ownership and control, which leads to still better business decisions over 
time. Moreover, they provide management with a comprehensive scorecard for quickly 
assessing the effectiveness of employees' actions -- true performance management. 


Rewards 
Even when employees understand how they can make a difference, they still need a 
reason why to do so. Customized rewards can achieve the Holy Grail of optimizing 
employee utility, retention and performance. High-performing companies excel in this 
area. These companies require performance; they set the performance bar at high, but 
realistic levels that encourage employees to stretch. And they reward their top 
performers through multiple vehicles, including: 
— Merit increase -- typically two to three times the merit increase of an average 
performer 
— Annual incentive (organization, business unit and/or mission critical) -- superior 
individual performance dictates a higher award level; serves as a complement 
to base pay 


— Long-term incentive -- eligibility and/or award size driven by performance rating 

— Career advancement 

— Recognition programs 

— Special learning and development programs or succession planning for top 
performers/high potentials. 
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Customized incentives can transform a run-of-the-mill incentive plan into a precision 
tool that drives decision making and engagement. Figure 6 highlights the benefits of 
customized incentives for employers and employees alike. 


Interestingly, it's not just the high-performing employees that benefit from well- 
designed, well-run reward programs. A company's efforts to recognize and reward 
both mission-critical employees and other "stars" can have a powerful halo effect, 
incrementally raising everyone's performance level. 


Are Customized Rewards Worth the Effort? 
To achieve its aggressive growth goals, a financial services institution designed and 
implemented a new approach to pay for performance, which included: 
— Customized incentives for more than 30 roles across multiple job functions 
— Amonthly performance tracking and measurement system 
— Continual management reinforcement using frequent communication and 
monthly performance assessments 
— Use of individual earnings calculators to make outcomes individually specific 
and current 


— Generous incentive pay for top performers. 


The close tie between individual performance and the corresponding payout 
contributed to program success. Figure 7 highlights the change in distribution of the 
company's incentive payouts -- from the original, broad-based corporate bonus plan to 
the new, customized incentive plan. 

Under the original plan, corporate bonuses ranged from 30 percent to 45 percent of 
base pay across the board, with little variation by employee role or job performance. 
Most awards fell in the 30 percent to 40 percent range -- a fairly narrow spread. Just 
10 percentage points separated average performers in noncritical roles from superior 
performers in key roles. The system provided little incentive for mission-critical 
employees to exceed their target goals. 

With employees segmented by job function, criticality and actual performance, 
corporate bonuses under the new program ranged from near 15 percent of base pay 
to almost 60 percent, roughly tripling the prior spread between highest and lowest 
awards and putting incentives where they would have the greatest positive impact on 
business results. 


One year into the program, results were universally positive across all metrics, 
including: 

— Annual revenue growth of 18 percent despite a depressed economy 

— Profit margin improvement of 150 percent in one key unit 


— Doubling of new customer acquisition rate increased account penetration 
by 50 percent 


— Improved credit quality 


— Legacy measurement problems with unreliable and overly complex historical 
metrics were corrected 


— Several top performers were lured to the organization from competitors. 


GR5 # RES 2.6 


© WorldatWork. All rights reserved. 


BUSINESS PERFORMANCE MANAGEMENT 


Engagement 

Effective compensation design is an ongoing process, not a one-time event. Changing 
behavior requires more than just the promise of a bonus check at the end of the year. 
It requires a sustained effort that engages managers and employees alike throughout 
the year. Managers need to provide frequent coaching and feedback to employees 
and regularly review progress against goals. They also need to be equipped to 
differentiate performance and manage the distribution of rewards in a consistent and 
disciplined manner. Employees need to be empowered with tools and information that 
provide them with timely feedback, allowing them to take corrective action. 


Increasingly, technology is the heart of the change process. Many companies are 
introducing innovative technology that touches all three participants: managers, 
employees and HR: 


— Manager tools that help with performance evaluation, ranking and calibration; 
communicating performance and providing feedback; pay applications 


— HR tools that feature pay performance modeling tools; process administration 
guidelines; high-performer management techniques, including identification, 
rewards and turnover analyses 


— Employee tools that provide individual performance feedback, best practices 
and other performance support tools. 


As organizations shift priorities to respond to market changes, individual goals, 
priorities and rewards must shift accordingly. Today's technology provides real-time 
feedback on progress against goals -- not just at the organization and function or 
business-unit level, but also all the way down to the level of the individual employee. 


Want results yesterday? Patience and persistence pay off. As you choose the best 
rewards investments for your organization, keep in mind that there is no single "silver 
bullet" for achieving success. Each situation is unique. Just taking an approach that 
worked for another company and introducing it into your own may not work. 


The common threads among organizations that successfully employ business 
performance management programs include: senior leadership support, consistent 
and effective employee communication, manager training, strong relationships 
between managers and their HR business partners, and performance programs that 
recognize and reward top performers. While it takes time to get these processes 
established, there is significant potential for some quick wins that will help establish 
program credibility while laying the foundation for lasting change. 


GR5 # RES 2.7 


© WorldatWork. All rights reserved. 


BUSINESS PERFORMANCE MANAGEMENT 


Business Performance Management 


Improving Return on Rewards Investments 


By Ravin Jesuthasan, Towers Perrin 
Figures, page one of seven 


| Pay and Rewards Approaches 


Increasing emphasis on organization 
performance in determining incentive payouts 


Providing communication support — connecting 
rewards to individual and company performance 


Segmenting the work force 
according to performance 


Providing salary increases on a variable schedule 
based on performance, market changes, etc. 


Increasing emphasis on individual 
performance in determining incentive payouts 


Providing manager training/support to facilitate 
rewards decisions and communication 


Shifting the mix of rewards from 
fixed to variable programs 


Extending incentive eligibility to the 
broad employee population 


0% 20% 40% 60% 80% 100% 


Currently in place © Planto implement (next 2 years No plans to implement 
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Engaged Employees Deliver Business Results 


Change in Operating Margin with 5%, 10%, 15% 
Change in Engagement 


56.4% 57.2% 58% 58.8% 


For a $3.14 billion company, 
that’s $25 million i 


Current 5% 10% 15% 


Percent Change in Employee Engagement 


Source: Towers Perrin 2001 Talent Report: New Realities in Today's Workforce; Towers Perrin, 2001 


What Drives Employee Engagement? 


Pay Pay and Line of Sight Pay, Line of Sight and Empowerment 


Appropriate decision-making authority 


* Base pay increases tied to individual Manager helps employee understand 
performance impact on company success 


Resources needed to perform 
Manager provides clear goals and direction high-quality work 


+ Bonuses tied to individual performance 


Base pay increases tied to individual Manager helps employee understand 
performance impact on company success 


* Bonuses tied to company performance 


+ Competitive base salary 


Manager provides clear goals and direction 


Challenging, achievable bonus and 
performance goals 


. 


Base pay increases tied to individual 


Bonuses tied to individual performance performance 


. 


Challenging, achievable bonus and 
performance goals 


Bonuses tied to company performance 


Competitive base pay 


Bonuses tied to individual performance 


Bonuses tied to company performance 


Competitive base salary 


Percent positive impect on engagement 


Source: Towers Perrin 2003 Talent Report: Working Today: Understanding What Drives Employee Engagement; Towers Perrin 2003 
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iness Performance Management 


Improving the return on rewards investments 
requires surgical precision 
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Benefits of Customized Incentives 


For the Organization 

+ Better”bang for the buck” 
Focuses pay on those most 
responsible for results 


. 


. 


Reduces fixed cost for those 
areas included 


. 


Drives specific critical behaviors 
Creates a culture of individual 
and/or group accountability 


For Employees 

+ Significant rewards 
for top performers in 
high-impact areas 


| Increases dispersion of 
pay between iow and 
high performers _ 


+ Increases motivation and 
job satisfaction through 
clear expectations and 
rewards 


Introduces more 
variable pay for 
appropriate functions 


* Creates clear line of sight 
between performance 
and pay 


Customized incentives benefit both the organization and employees. 


Customization Can increase the Dispersion of Pay 
between Low and High Performers 
Original Plan 
Minimum Typical Payout Maximum 
| Differences 
fb Saaee 2 between highest 
| and lowest = 
| 15% of base salary 

0% of 30% 40% 45% 

Base of Base 

Salary Salary 

New Customized Plan 

Minimum Target Maximum 
a 
; Differences 
4 between highest 
1 i oo and lowest = 
i 35% of base salary 
i 

0% of 30% 60% 

Base of Base of Base 

Salary Salary Salary 


Source: Actual results of Towers Perrin-designed Incentive Plans for department heads and salesmanagers of a large regional bank. 
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No More Blue Mondays 


By Dan Cafaro, WorldatWork 


If your employees are feeling blue, it may be because they are confused by what 
management expects of them. 


Quick Look 

— Organizations may think they have a pay for performance environment, but in 
actuality, they may not have a pay system that drives employee performance. 

— Managers should provide their employees a clear line-of-sight understanding to 
the organization's objectives and attach a specific value for each strategic 
measurement. 

— Consideration should be given to the organization's culture and work force 
demographics when designing a performance management system. 

— Asimple performance measure that employees believe in is better than a 
complex incentive plan that wins the awe of compensation designers. 


Dan Marcus began his presentation at the recent Synygy Incentive Compensation 
Conference with a simple, yet effective analogy to describe the difference between 
performance measurement and performance management. 


"Are you wearing a blue shirt today?" Marcus asked audience members in the 
breakout session. 


Those few attendees wearing blue shirts raised their hands. 
"That's measurement," Marcus said. 


"Would you have worn a blue shirt if you knew you would receive $100?" Marcus then 
asked, coyly. 


Nearly everybody in the room raised their hands, with one attendee saying that he 
"would have painted" his shirt blue for a hundred bucks. 


"That's management ... driving desired behavior," Marcus said. 


Marcus continued the blue shirt analogy to explain that management breaks down 
without sufficient employee motivation ($1 award instead of $100), understanding (a 
blue dhoti instead of a blue shirt) and control ($100 award only if exactly 50 percent of 
the crowd was wearing a blue shirt). 


A dhoti, by the way, is a long loincloth worn by Hindu men. Without defining dhoti for 
the average reader (especially for those of you who are unlikely to refer to a 
dictionary), this writer's effort to communicate may well fail for lack of understanding. 
The same goes for clarity in an incentive plan. 


"It's not the measurement, but the management that makes it fail," Marcus said. "It's 
not that complicated to design, but it's complicated to make it work." 
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Marcus, a Mercer Human Resource Consulting principal, helped underscore the 
message of the three-day conference -- creating the performance-driven organization - 
- during his breakout session, "Building and Sustaining a Performance Culture: The 
Bridge from Measurement to Management." 


Science and Art and Why the Twain Should Meet 


The fundamental difference between measurement and management is that 
measurement is transactional, calculable and definable while management is 
transformational. 
Measurement ("after the fact") can be likened to hardware with its focus on: 
— Data 
— Key indicators 
— Targets 
— Linkage. 
Management (the "software") needs to focus on: 
— Communication 
— Motivation 
— Understanding 
— Control 
— Alignment with value creation. 
Marcus said the goal is to create a balance between science (measurement) and art 


(management) -- both are essential to a performance culture and neither is effective 
without the other. 


"Human capital today has outpaced financial capital as a way to create value," Marcus 
said. "[But] we often design programs to not get in the way instead of creating a 
competitive advantage." 


Prior to the 1990s, pay programs focused on benchmarking (how much to pay?). The 
1990s placed a priority on measurement and demonstrating pay for performance (what 
to pay for?). The current environment should emphasize managing pay to drive 
performance (how to perform?). 


"You can demonstrate that you have pay for performance, but that doesn't mean you 
have pay drive performance," Marcus said. One (pay for performance) is a variable 
expense while the other (pay to drive performance) is an investment. 


Bad Data In, Bad Decisions Out 


Measurement and management, of course, are inextricably linked. Consider the 
following clichés: 

— "You can't manage what you can't measure." 

— "What gets measured gets managed." 

— "Be careful what you measure because you'll get a lot of it." 

— "You are what you measure." 
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Using the wrong measures can cause a "disconnect" between the goal and measure. 
You may have an effective implementation with employees focused on delivering 
performance, but because you're using the wrong measure, performance does not 
result in value creation. 


More often, the right measure is used, but because of ineffective execution, the wrong 
behavior causes the disconnect between the measure and operating decisions. In this 
case, employees do not know how to focus their efforts. This may result in misguided 
budgeting, inefficient allocation of resources and/or ineffective long-term planning. In 
turn, because of this dysfunctional behavior, employees are unable to achieve 
performance goals, which leads to value destruction. 


Strategically Simple 


It's critical for organizations to articulate their business strategy, define metrics that 
support the strategy and then communicate the measurement so employees 
understand it. 


For example, if the strategy is to maximize the profitability of existing customers, any 
measure of customer profitability should help guide decisions, such as which 
customers to emphasize, maintain or exit. 


Clearly, performance measurement selection requires multiple inputs and is influenced 
by many variables (e.g., industry economics, competitive positioning, strategic 
alignment, etc.), but ultimately, "making measures understandable helps get you to 
management,” Marcus said. 


The goal is to have your managers provide your employees a clear line-of-sight 
understanding and attach a specific value for each strategic measurement (e.g., sell 
more, cut costs, keep the plant full, be customer focused, protect margins, reduce 
inventory) in a performance schedule. 


Many Synygy conference session speakers echoed a similar refrain: "Keep your 
incentive compensation plan simple." 


Clarity of objective, ensuring that people understand the desired outcome, is essential, 
said Ted Briggs, senior vice president of Sibson Consulting, A Segal Company. 


"Measures should be easy to understand, measure and impact," Hay Group consultant 
Marc Wallace said. 


"Don't add complexity for the sake of adding complexity," said Peter Kurlander, senior 
vice president of Sibson Consulting. 


"When in doubt, simplify," Marcus said. 
A High Five at Every Level 


Linking measurement and management to incentives can help organizations achieve 
their desired business results, but only when the plan is communicated clearly from 
the top down. 


"People like having a yardstick if it's done in a fair, equitable way," Kurlander said. 
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Measurement linked to rewards sends a clear message that management is serious 
about creating a culture of partnership, as noted by Thomas McCoy in "Light Their 
Fire" (workspan, January 2002). 


"An incentive design plan is something that should live on," Hay Group senior 
consultant Brad Hill said. "It needs to go down to the department level. It's a way to 
make people know how they make a difference in contributing to the organization." 
Marcus identified several roadblocks that get in an organization's way: 

— Absence of CEO leadership and senior management buy-in 

— Lack of communication 

— Over-reiiance on the measure (finance initiative only) 

— Resistance to change and there are no consequences for status quo. 
In attempting to find the best measures, Hill said, organizations often fall into traps 
such as: 

— Over-engineering the measures 

— Choosing too many measures 

— Paying twice for the same achievement 

— Using counterproductive measures. 


"If you don't choose measures that you think are important, your employees will," said 
Bob Davenport, vice president and director of Hay Group's Sales Force Effectiveness 
Consulting Practice. 
When evaluating potential measures, Hill said, organizations should 

— Usea uniform set of evaluation principles 

— Involve those who will participate in the plan 

— Focus on asmall number of measures. 


"For every factor you add to an incentive plan, you make it 10 times more difficult for 
participants to understand," Wallace said. 


According to Marcus, best practices for selecting performance measures include: 
— Linking to shareholder value creation 
— Capturing financial, operational and strategic performance 
— Balancing absolute and relative measures (growth and returns) 
— Providing line of sight for decision makers 
— Making them understandable 
— Recognizing and dealing with judgments/exceptions. 


As Hill and Wallace wryly emphasized in their presentation, "A good incentive design 
that employees believe in is a high five ... in the workplace. A great incentive design 
that doesn't have employee buy-in is a high five ... in the compensation department." 


Blue shirt or no blue shirt. 


GR5 @ RES 2.16 


© WorldatWork. All rights reserved. 


NO MORE BLUE MONDAYS 


Art vs. Science and the Wisdom to Know the Cultural Difference 


Consideration should be given to the organization's culture and work force 
demographics when designing a performance management system and developing 
training. A system with the most academically correct competencies or performance 
measures may fail if it does not fit with the company's culture or work force. 


Organizational dynamics and culture are the enablers or inhibitors [of a strong 
incentive program], according to Marcus. 


These dynamics and critical influential factors include: 


Impact on power centers -- who are the winners and losers? 

The competencies valued in the organization 

Definition and perception of fairness 

Emphasis on teamwork vs. individual achievement and accountability 
Risk tolerance (aggressiveness of goals). 


"Focus on the culture -- the art [of management], as opposed to the science [of 
measurement]," Marcus said. 


If you're looking to create a performance-driven culture, identify the employee value 
proposition (EVP) and assess your management style or processes relative to the 
EVP before you focus on driving the desired behaviors to create a viable incentive 
plan. 


The EVP is the perceived value placed on the employment relationship as defined 
by the employee. The EVP should be differentiated for core and noncore workers 
and studied separately, says Peter V. LeBlanc, CCP, of Sibson Consulting, A Segal 
Company. The approach includes defining changes in the return on human capital 
necessary to improve the business. 


According to the Sibson/WorldatWork study and subsequent publication, The 
Rewards of Work: What Employees Value, the value an employee attaches to 
working with an organization is a function of five factors: 


m Job content that includes: 
— The employee's ability to make a contribution 
— The level of independence people have in doing their work 
— The amount of challenge in their job. 
™ Career opportunities that include: 
— Opportunities for advancement 


— Amount of employee development 
— The effectiveness of supervisory feedback. 
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@ Affiliation with the company that includes: 


— Its reputation 
— Attractiveness of its mission 
— Its values and management style. 


@ Direct financial rewards that include: 


Base salary 
Cash incentives 
Stock or other forms of equity. 


@ Indirect financial rewards that include: 


Employee benefits/perquisites 
Non-cash recognition 
Work/life balance. 
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Secrets fo Success 
With Balanced Scorecards 


f you feel your performance nian- 

agement system needs an overhaul, 
an excellent reference is Managing 
Without Supervising: Creating an Or- 
ganization-Wide Performance Sys- 
tem, :-by William Abermathy, Ph.D., 
Abermathy & Associates (Memphis). 

In addition to research and case 
studies on performance problems and 
solutions, this book offers directions 
on developing balanced scorecards 
and a system that-can “create an en- 
trepreneurial atmosphere without the 
need for direct supervision.” 

Abemathy’s “Ten Commandments 
of Performance Measurement” pro- 
vide an excellent framework for. de- 
veloping or enhancing your perfor- 
mance management program: 

1. No one should design his or own 
incentive plan. The self-serving oppor- 
tunities of the designer can prejudice the 
program. Plus, “the employees on the job 
are often too close to the work and tend to 
design measures around processes and 
activities rather than truc results.” 

2. The frequency of measurement 
feedback is as important.as the 
amount. You'll achieve greater effec- 
tiveness if you increase the frequency 
of feedback, Abernathy said. “Try to 
implement measures that, at a mini- 
mum, provide ‘monthly feedback.” 

3. Decide on your. ideal measures, 
then compromise. “Determine the stra- 
tegic results of a job position and the key 
performance dimensions (productivity, 
quality, sales, etc.), Design the scorecard 
to improve these results without regard to 
what data are available.” Avoid design- 
ing the scorecard exclusively to what data 
are currently available. 

4. The performance measures 
should “mirror” the real world. De- 
sign measures “as though the partici- 
pants are franchised or in business for 
themselves.” 

5. Where possible, design measures 
for small teams and individuals rath- 


er than large groups... The reason: 
Individual measures have a greater ef- 
fect on performance and are more equi- 
table and easier to ‘apply to incentive 
pay. “Team measures may be com- 
bined with individual measures on the 
same scorecard, where appropriate,” 

6. Measure only controllable job 
outputs. Focus on design measures 
that are mostly in the control of the 
employee, Avoid broad, financial, or 
subjective measures that are affected 
by events the employee can’t control. 

7. Balance quality and quantity. 
“Make sure the. :two dimensions are 
balanced in terms of the economic con- 
sequences and the impact on long-term 
objectives.” 

8. Design “linked” measures to en- 
courage employcesin interdependent 
jobs to cooperate. “When the perfor- 
mance of one employee group consis- 
tently affects another employee group, 
you can improve cooperation by in- 
cluding one or more scorecard measures 
from group A’s plan ‘in group B’s.” 

9. Provide equity of opportunity, 
but not necessarily equity of result. 
“Everyone in the system should have an 
equal chance to achieve goals. However, 
this does not require that every employee 
achieveevery month.“Employees should 
never.come to sec, goal achievement as 
guaranteed, or [as] an entitlement.” 

10. Try it, then fix it. “All the vari- 
ables that may affect performance will 
only ‘surface after installation. Score- 
cards should be piloted using non-mon- 
etary recognition or low-payout-oppor- 
tunity ‘capped’ cash plans.” After test- 
ing the results, Abernathy suggests that 
you adjust, and increase or remove 
incentive caps. Oo 
Abernathy & Associates can be 
reached at 800-646-9710 or www. 
abernathyassociates.com. To order 
the book, contact PerfSyvs Press, 800- 
646-9710 ext. 122. Cost: $40 plus 
shipping and handling. 


Reprinted with permission from |OMA, (HRfocus), October 2001 © 2001 
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What is a Competency? 


A competency is defined as a behavior or set of behaviors that describes excellent 
performance in a particular work context (e.g., job, role or group of jobs, function, or 
whole organization). These characteristics are applied more and more by 
organizations because they provide significant help with key problems such as: 


— clarifying workforce standards and expectations 


— aligning individuals, teams, and managers with the organization's business 
strategies 


— creating empowerment, accountability, and alignment of coach, team member, 
and employer in performance development 


— developing equitable, focused appraisal and compensation decisions 


What is a competency model? 


A competency model is a set of success factors, often called competencies that 
include the key behaviors required for excellent performance in a particular role. 
Excellent performers on-the-job demonstrate these behaviors much more consistently 
than average or poor performers. These characteristics generally follow the 80-20 rule 
in that they include the key behaviors that primarily drive excellent performance. They 
are generally presented with a definition and key behavioral indicators. (See example 
below): 


Competency Title: Customer Service Orientation 


Definition: Responds to customer's needs in a manner that provides 
added value and generates significant customer satisfaction. 


Behavioral Indicators 


— Demonstrates a deep understanding of internal and external customers and 
their needs 


— Mobilizes the appropriate resources to respond to customer's needs 


— Takes personal responsibility for customer satisfaction (e.g., focuses value- 
added interactions) 


— Builds credibility and trust with the customer through open and direct 
communication (e.g., uses effective listening skills, provides timely feedback, 
etc.) 


— Ensures that customers believe their issues and concerns are given highest 
priority 
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In contrast, competencies do not include "baseline" skills and knowledge (i.e., 
commonly expected performance characteristics such as finishing assigned work, 
answering the telephone, writing follow-up letters, etc.), job tasks, or unusual or 
idiosyncratic behaviors that may contribute to a single individual's success. 


How do competencies differ from skills and knowledge? 


Competencies only include behaviors that demonstrate excellent performance. 
Therefore, they do not include knowledge, but do include "applied" knowledge or the 
behavioral application of knowledge that produces success. In addition, competencies 
do include skili., but only the manifestation of skills that produce success. Finally, 
competencies are not work motives, but do include observable behaviors related to 
motives. (See figure below for an illustration of these key points.) 


Competency 
Position a new Competency 
at jens Mroduclon . at iets retancing 
so that it 19 clear competencies of market pricing — 
2 % x 2 ee OS Pe RR, Phe 
rentiated in the dynamics to develoy 
larket oncing models 
i ves/Attitud Competenc 


a comruiments 14 


ai belly Tanne 


Why is a competency model important? 
The model is important because it provides a "road map" for the range of behaviors 
that produce excellent performance. It helps: 

— Companies "raise the bar" of performance expectations; 


— Teams and individuals align their behavior with key organizational strategies; 
and 


— Each employee understands how to achieve expected performance 
standards 
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How are competency models developed? 


Competency models are developed through a process of clarifying the business 
strategy and determining how the models would be used (e.g., hiring and selection, 
assessment, performance management, training and development, and career 
development). Then, data is gathered in structured interviews. Next, data is analyzed 
and used to develop strawman models of success criteria. Then validation surveys are 
administered and models refined based on feedback. Finally, models are finalized and 
translated into appropriate, end-user tools and applications. 


What competency models are available to Schoonover clients? 


Schoonover Associates, Inc. database of competencies is divided into three 
components and provides a unique advantage for helping our clients "jump-start" 
competency development processes in their own organization: 

— A Rapid Model Prototyping Tool comprised of tested and validated 
competencies divided into core, leadership (by career band), and functional 
groupings 

— ACompetency Dictionary comprised of key topics, definitions, and appropriate 
supporting behavioral indicators 

— A Competency Model Database comprised of a range of models organized by 
level, industry, function, etc. This database of models is based on 20 years of 
competency studies from the following sources: 

* Discrete studies with more than 60 organizations resulting in approximately 
200 competency models 

* More than 2400 1.5-2.0 hour behavioral event or other in-depth interviews 
(e.g., executives, benchmarking, etc.) 

* More than 400 group interviews, focus groups, and stakeholder meetings 
for model-testing and refinement 

* More than 5,000 feedback surveys for model testing and refinement 


Some of the larger studies included "control" groups (accounting for approximately 
250 of the interviewees). In addition, the study sample included approximately 150 
global (non U.S.) interviews 


Each competency in the database stems from an actual study and has undergone 
extensive revision and testing. In fact, no competency or behavioral indicator is 
included in the database unless it represents: 


— An item tested interactively in a formal study process 


— Asuccess factor "common" to a particular model type (i.e., idiosyncratic or 
singular behaviors are not included) 


— Anitem subjected to review and editing by more than one experienced 
consultant 
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List of Available Models 
Core Functional 


@ Personal Attributes Human Resources 


m™ Management Skills Finance 
Marketing 
Career Level-Specific Leadership Product Management 
Customer Service 


Sales 


Executive Leader 
General Manager 
CFO 

ClO 

COO 

Middle Manager 
Team Leader 


Information Systems 

Engineering 

Manufacturing 

Environmental, Health, and Safety 
Sourcing 

Consulting 

Administrative Support 


Topic-Related 


Change Leadership 
Team Leadership Global 
High Involvement Workteams United States 


Influence Skills Europe 


Interpersonal Skills Mexico 
Facilitation Skills Far East 
Team Leader 

Culture Assessment 


While the database's models are generally organized by core, leadership levels, 
or function, there is significant data available on competency models and behaviors 
linked to specific industry-segments. 


Can a competency model be tailored to a specific need? 
Competency models can be organized as flexible tools that can be used for: 


Employee orientation 

Employee development 

Performance management and coaching 
Career strategies 

Candidate interviews 

Team assessment 


Succession planning 
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What is meant by "Integrated Human Resource Practices"? 


Organizations are using competencies in virtually every human resource domain. 
They provide criteria that can be applied to each of the human resource practices 
shown below: 


Integrated Human Resource Practices 


Assessment 


Staffing 


Competencies are used as the "key criteria" for implementing each application. In 
other words, competencies are framed into a specific tool and accompanied by 
guidelines defining how managers and employees use the tool to produce results in 
each of the above areas. 


How can performance management work in a competency-based 
system? 

Ideally performance management is positioned as a process comprised of steps that 
include planning, managing, evaluating and rewarding performance. Often, the 
competencies used in performance management are either a subset of the total 
competency model, or the definition. In addition, the performance appraisal process 
includes goals, expected results, and competencies. It is an ongoing process that 
aligns and integrates the objectives of the organization, business units, teams and 
individuals. Competencies specify precisely how individuals can align their activities to 
the key strategies of the organization. 


What are the benefits of implementing a competency-based approach to 
developing professionals? 


For The Company, competency-based practices: 
— Reinforce corporate strategy, culture, and vision. 


— Establish expectations for performance excellence, resulting in a systematic 
approach to professional development, improved job satisfaction, and better 
employee retention. 

— Increase the effectiveness of training and professional development 
programs by linking them to the success criteria (i.e., behavioral standards of 
excellence). 


— Provide data on development needs that emerge from group and/or 
organizational composites that are an outcome of multi-rater assessments. 


— Provide a common framework and language for discussing how to implement 
and communicate key strategies. 
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Provide a common understanding of the scope and requirements of a 
specific role 


Provide common, organization-wide standards for career levels that enable 
employees to move across business boundaries. 


For Managers, competency-based practices: 


Identify performance criteria to improve the accuracy and ease of the hiring 
and selection process. 


Provide more objective performance standards. 


Clarify standards of excellence for easier communication of performance 
expectations to direct reports. 


Provide a clear foundation for dialogue to occur between the manager and 
employee about performance, development, and career-related issues. 


For Employees, competency-based practices: 


Identify the success criteria (i.e., behavioral standards of performance 
excellence) required to be successful in their role. 


Provide a more specific and objective assessment of their strengths and 
specify targeted areas for professional development. 


Provide development tools and methods for enhancing their skills. 


Provide the basis for a more objective dialogue with their manager or team 
about performance, development, and career related issues. 


What is the business impact of competency-based systems? 


Often leadership programs or performance development interventions are seen as 
important, but focused on "soft skills" that may not affect business results. One of the 
most important developments in human resources is the clarification of the "business 
value" of key programs. Some of the measurable benefits of competency-based 
performance development are listed below. These kinds of impacts improve talent 
levels, save money, and improve business performance. 


Specific Improvements Related to Using Competency-based Systems 


5-10% in rate of hiring successful candidates. 
15-20% in retention of desired employees. 

15-25% in morale as measured in employee surveys. 
20% in goal completion by individuals and teams. 


For more information or to order products, please contact 


Dr. Stephen C. Schoonover 
© 2001, Schoonover Associates, Inc. 
PO Box 339, 
Cataumet, MA 02534 
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Limits of Participation: 
NLRB Jurisdiction 


Electromation Case 


Section (a)(2) of the National Labor Relations Act (NLRA) makes it an unfair labor 
practice for an employer to “dominate or interfere with the formation or administration 
of any labor organization or contribute financial or other support to it...” The purpose 
of the law then, was to outlaw sham unions created by a company to avoid true 
unionization of the employer’s workplace. 


There are two fairly recent decisions from the NLRB that are of significance to the 
compensation community. The more recent activity is best known as the 
Electromation case. Two key questions were presented in the case: 


- When does an employer's use of employee groups to provide input into 
decisions become a bargaining unit? 


— Ifthe employer is utilizing employee problem-solving teams, how much control 
can the employer exercise before it is determined to be domination or 
interference? 

Many employers are establishing employee problem solving teams, and ad hoc 
committees to achieve better informed decisions and to ensure shared ownership in 
the ultimate decisions made. As a result of the Electromation decision, employers 
must be careful to establish and enforce “boundaries of empowerment” so that 
employees are not involved in negotiating the terms and conditions of employment. 


It is equally important not to allow employees to elect who will be on teams. Anything 
that resembles elected representation is an additional argument that a union does in 
fact exist! 


The case involving Keeler Brass Automatic, decided on July 20, 1995, reaffirmed the 
NLRB’s position on this. 
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Viewpoint 
Improving the Impact of Performance Management 


By Christian M. Ellis 
Sibson Consulting Group 


Improving the effectiveness of performance management is one of the most important and 
difficult challenges facing organizations today. Studies conducted by organizations such as 
The Conference Board and Gallup show that performance management is greatly sub- 
optimized in most companies, with both managers and nonmanagers indicating high levels of 
dissatisfaction. And often, efforts to improve performance management focus on the wrong 
things, such as process redesign when a single process can’t possibly meet the needs ofa 
complex organization, or the “Web-izing” of tools that are not used effectively in the first place. 


So why should an organization even bother with performance management, if it is such a 
sow’s ear? Indeed, some “experts” in the field are touting the elimination of certain 
performance management fundamentals, such as performance appraisals or assessments. 
Their argument: Why bother doing something that is so hard to do and that everyone hates? 
Just stop doing it. On the surface this seems reasonable. But then again, should organizations 
stop doing customer data mining or activity-based costing because they are hard to do and not 
very fun? The real question is how to do process management in a way that is manageable, 
constructive and creates real value. 


How can a company do performance management well? There seem to be an overabundance 
of “best practices” on a topic with few real successes. Moreover, companies that do 
performance management well often view it as a competitive advantage, and won't share the 
practices that give them an edge. 


A good way to start thinking about how to improve the effectiveness of performance 
management is to explore why it does not work well in the first place. Most reasons have been 
well documented in various studies and research and include: 


« Performance reviews are like doing taxes. They’re forms-based, annual events that 
result in a rating and an expected amount of money. 

e Systems analysts and salad makers have to make the same process work. The 
process does not reflect the different types of roles and jobs in the organization. 

¢ The process is manager driven. It’s “done to” the employee, giving it a transactional 
feel on a par with going to the dentist’s office. 

° The quality of feedback is poor. People don’t talk enough about performance, and the 
information they do get often yields limited ideas for true growth and development. 


There are too many non-relevant goals. Goals and metrics are not linked closely enough to the 
business or what people actually do in their work. There are four elements to performance 
management that are helpful in thinking about it as a key business process that can have real 
impact - the four Ms: 
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Model. The company’s performance model is aligned with its business model and reflects the 
organization’s beliefs about how it will achieve performance levels that are superior to its 
competition. The War For Talent study, conducted by McKinsey & Company and Sibson, found 
that the best performing companies do not have the most elaborate or innovative systems for 
meee talent and performance, but have a strong commitment and a distinct performance 
model. 


Messages. Performance messages are the principles and guidelines that are consistently 
communicated to the organization about required performance levels, and why the 
organization needs to achieve those levels, how that performance will be achieved and the role 
of performance management as a key process. 


Methods. Performance methods reflect the roles, tasks, tools, technologies and activities used 
to carry out the performance management process at the enterprise, unit and individual levels. 


Management. Performance management reflects the rigor and discipline associated with the 
ongoing execution of performance management as a business process (not just a series of 
transactions). 


While all four “Ms” are important, most organizations over-invest in methods, achieving low or 
negative returns on their investment, and under-invest in model, messages and management. 
In the end, performance management is a classic case of not being about design, but about 
intent and execution. With this in mind, the following strategies can help transform 
performance management from the proverbial sow’s ear into a silk purse: 


e Invest most in the performance model and the effective management of the process that 
exists today. Define the intent of performance management and champion the cause 
relentlessly. Demonstrate that performance management is, in fact, good business 
management, and hold managers and employees accountable for its success. 

e Develop differentiated performance management strategies and practices for different 
employee groups. Segment the work force based on nature of work and potential for 
impact and then determine what aspects of performance management stay consistent 
and what aspects require customization. 

« Integrate disciplined enterprise performance management with individual performance 
management. Begin by ensuring that performance management is effective at the 
enterprise level with respect to goal setting, strategic business planning, measurement 
and performance information sharing. Then focus on individual and unit performance 
management's linkage with the enterprise. 

e Create an environment that fosters great feedback. Help people learn how to seek, give 
and receive feedback in constructive ways. Hold managers accountable for initiating 
performance conversations. Develop multiple sources of performance information that 
employees can access through user-friendly tools and technologies. Require that 
multirater processes be accompanied by face-to-face conversations. Use the 
performance management process to engage people in the business and help them 
understand how to impact business results. 
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Insights to Managing an Age-Diverse Work Force 
By Dee Hansford, Dee Hansford Consulting 


The more adept companies become at managing across the generations, the more 
productive the workplace will become. 


QuickLook 


— Learning how to motivate across the generations can be a business 
advantage. 


— Each generation has its own set of values and work ethic. 
— A\little freedom goes a long way for Gen X workers. 
— Gen Y is composed of team players who need strong leadership. 


— When rewarding Gen X and Y employees, downplay ceremonies, give plenty 
of feedback and respect their talent. 


Take a mental stroll down the hallways of your workplace. Who do you see? 
Veterans? Boomers? Xers? Maybe a few Gen Ys, too? 


Chances are, there are two or three generations working side by side in your 
workplace. It stands to reason that the greater insight you have into what “floats their 
boats,” the more successful you'll be at managing and motivating an age-diverse work 
force. 


Motivating across the generations can seem daunting, but it also can be a tremendous 
business advantage. That’s one of the key messages found in Generations at Work, a 
book by Ron Zemke, Claire Raines and Bob Filipczak. Another lesson is that each 
generation has its own unique perspective, set of values and work ethic. 


The book isn’t about labeling or stereotyping groups of people; it’s about 
understanding the influences and life experiences that we all bring to work. (See 
Figure 1.) Gone are the days when decision makers were “senior” in every sense of 
the word and often isolated from the “rank and file.” Today, it is very likely that a Gen X 
boss will have daily interaction with a boomer salesperson, each with his or her own 
set of perspectives on the way problems should be solved and quotas should be met. 


By understanding the dynamics that come into play during these encounters, fewer 
“generational barriers” will be faced, resulting in a more productive workplace. (See 
Figure 2.) 
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Generation 


@ Veterans (born 
before 1940) 


Assets 


+ Stable 
+ Detail oriented 


Liabilities 


+ Inept with ambi- 
guity and change 


What Others Say 

About Them 

* Boomers: They're 
dictatorial, rigid. 


What Messages 
Motivate Them 


- Your experience is 
respected here. 


52 million * Thorough * Don't buck the + Xers: Learn to use | It’s valuable to 
(5% of the + Loyal system e-mail. hear what has and 
work force) * Hardworking * Don't like conflict | + Ys: They’re trust- hasn't worked in 
* Don't speak worthy, good the past. 
up when they leaders, brave. + Your perseverance 
disagree is valued and will 
be rewarded. 
Generation Assets Liabilities What Others Say | What Messages 
About Them Motivate Them 
@ Boomers * Service oriented | * Not budget + Vets: They're + You're important 
1940-60 + Driven minded self-absorbed. to our success. 
73.2 million “Go the extra mile” | + Dislike conflict * Xer's: They're + You're valued here. 
(45% of the * Good at + Reluctant to go self-righteous, + You're contribu- 
work force) relationships against peers workaholics, tion is unique. 


Generation Assets 


- Want to please 
* Good team 
players 


* More process than 
results 


political, clueless. 
* Gen Y: They’re up- 
to-date on the 
music we like and 
they're cool. 


«We need you. 
* Lapprove of you. 
+ You're worthy. 


Liabilities 


What Others Say | What Messages 


About Them Motivate Them 
@ Gen Xers + Adaptable + Impatient *Vets: They're not |» Do it your way. 
1960-80 + Techno literate * Poor people skills | educated, don’t - We've got the 
70.1 million * Independent + Inexperienced respect experi- newest hardware 
(40% of the + Unintimidated + Cynical ence and don't fol-| and software. 
work force) by authority low procedures. | + There aren't a lot 
* Creative *Boomers: They're | of rules around 
slackers who are here. 
rude and lack «We're not very 
social skills. corporate. 
* Gen Y: Cheer up! 
Generation ~ [Asset Liabilities What Others Say | What Messages 
About Them Motivate Them 
@ Gen Y ‘Collective action |+ Need for supervi- | + Vets: They have * You'll be working 
1980-2000 * Optimism sion and structure | good manners, are| with other bright, 
69.7 million + Tenacity *Inexperience with | smart and need to | creative people. 
(10% of the + Heroic spirit handling difficult | toughen up. «You and your co- 
work force) * Multi-taskers people issues *Boomers:They‘re | workers can help 


Also known as 
the Millennials 


+ Techno Savvy 


cute; need more 
discipline and too 
much attention. 

* Gen X: Here we go 
again, another 
self-absorbed 
generation of 
spoiled brats! 


turn this company 
around. 

«You can be a hero 
here. 
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Figure 2: ACORN Model 


Zemke, Raines and Filipczak have developed a simple and effective model for 
effective situational leadership that has garnered results at Chevy’s Fresh Mex, 
Microsoft, West Group and others. 

Use this model, called ACORN, for managing and motivating across the generations. 


Accommodate differences 
— Scheduling 
— Work/life balance 
— Lifestyles. 
Create workplace choices 
— Results, not processes rule 
— Relaxed, informal, casual dress 


— There is an element of fun. 


Operate with sophisticated management style 
— Practice a fluid management style that’s suited to the individual. 


— Match the person to the task or team. 


Respect competence and initiative 
— Forget labels like “sliders,” “slackers” and “Dilberts.” Assume the best of your 
people. 
Nourish retention 
— Keeping your people is as important as keeping customers. 
— Treat them as internal customers. 


Adapted from GENERATIONS AT WORK. Copyright ©2000 Performance Research 
Associates, Inc., Claire Raines, Bob Filipczak. Published by AMACOM Books, 
a division of American Management Association, New York, NY. 


Used with permission. All rights reserved. 


Generation X 


Gen X employees don’t pull any punches. Their mantra might well be, “Just tell me. Is 
this going to be on the test?” They want to “cut to the chase” and focus on the tasks at 
hand, and the more tasks the better! This is the generation born between 1960 and 
1980 that really wasn’t on the radar screen until recently. They grew up in the shadow 
of the boomers and were dwarfed by their sheer size. Xers have been labeled the 
“latch key kids,” who instinctively knew they were responsible for themselves. 
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These workers have seen their parents get downsized, right-sized and laid off and 
have an entirely different attitude toward work than any generation before them. While 
veterans (born before 1940) see work as noble and rewarding, baby boomers (born 
between 1940 and 1960 — the actual “boom” in births was 1946-1964) view it as “self- 
fulfillment;” Xers sometimes consider work a “McJob” that’s often mindless, dull and 
exhausting. They're not willing to “pay their dues” in hopes of advancement, rewards 
and recognition. 


Most Xers like to juggle many projects and tasks. After all, they grew up playing videos 
games, doing homework, talking on the phone and eating -- all at the same time. A 
little freedom goes a long way for this group. Give them the parameters, the deadlines 
and expected outcomes and stand back. Don’t forget to give them feedback along the 
way. Let them have some fun on the job and, whenever possible, give them cool tools! 


Generation Y 

Zemke, Raines and Filipczak point out that if the Xers were, by and large, the 
forgotten generation, Generation Y employees, also called “Millennials,” are among 
the “most wanted.” They’ve been the “center of the universe” to the most age-diverse 
group of parents ever -- from single unwed moms to aging boomers. 


Born between 1980 and 2000, the Millennials are the “new kids on the block” in the job 
market. One-third of all teens work 20 hours a week, according to Brandweek 
magazine. This is a generation that has inherited some of the best traits of its 
predecessors. Millennials combine the can-do attitude of the veterans with the 
teamwork ethic of the boomers and the technological savvy of the Xers. Research 
done by Northwestern Mutual Life & Louis Harris says almost half of them plan to 
enter the work force right after college and they hope to work side by side with other 
idealistic, committed coworkers. 


The authors advise that if you’re managing Millennials, allow plenty of time to orient 
them to the job and create a clear picture of the work environment and expectations. 
They're phenomenal team players but need a strong leader to follow. When it comes 
to opportunities, get past any preconceived notions about traditional gender roles 
because this generation is known for “gender bending.” 


Millennials are resilient. They’ve lived through the Oklahoma City bombing; the 
Columbine High School massacre, and a whole lot more. They've studied recycling, 
global warming and the destruction of the rain forests and want to do something about 
it! Eighty-eight percent of those who participated in the Gen2001 survey conducted by 
Northwestern Mutual Life & Louis Harris already had specific goals for the next five 
years and had a high level of confidence they’d achieve them. 


Gen Y’s work ethic resembles the veterans’ in many ways. They share a belief in 
collective action, trust in a central authority and a heroic spirit. In fact, economists are 
predicting a dramatic increase in productivity when the full force of Generation Y hits 
the job market in a few years. How will you recognize their amazing efforts to keep 
them performing at their peak? 
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Handle with Care 

The National Association for Employee Recognition (NAER) conducts ongoing 
research into recognition best practices. NAER has interviewed Gen X and Y 
participants, as well as recognition practitioners, at major corporations. The data show 
some insight into what motivates these generations. 


— Respect talent and don’t expect it to come in traditional packages. When 
a Savvy manager in a large government agency interviewed candidates for a 
position as an internal trainer recently, one person stood out. The candidate 
was bright, outgoing and obviously very capable. The only potential drawback 
was the interviewee’s discreet eyebrow ring. Confident that this Gen Xer 
broughi enormous talent to the table, the manager made a wise decision. 
Today that trainer is highly respected and a top performer who feels 
appreciated and valued. 


— Tell them how they fit into the big picture -- from their perspective. How is 
what they do important to the organization? Let them know those linkages. 


One of the case studies in Generations at Work highlights the West Group, a leading 
supplier of legal information. They use alternative music radio stations to recruit high- 
tech Gen Xers and have adjusted their messages accordingly. They’ve moved away 
from ads that featured attorneys with law books to a campaign focused on promises to 
allow young workers to “Make your Mark.” 


Once they interview a candidate, the company guarantees they will have an offer on 
the table within 24 hours if they decided to hire. Ed Gilbert, vice president of human 
resources explains, “With the Gen Xers -- especially people in technology -- we 
understand that we must move quickly because they move quickly. How you hire 
someone is pretty indicative of the kind of company they’re coming to work for.” 


Gilbert is helping to move West Group into a more Xer-friendly workplace with a 
strategy that includes paying more than competitors and providing better benefits and 
opportunities to grow. 


— Give them a sense of belonging. It’s incumbent upon management to make 
them feel they are part of something special. Most world-class organizations 
view the time from the hiring decision to when the employee starts as part of 
the orientation process, and use it to give the new employee a sense of 
mission and vision. The more you communicate about your purpose, and the 
more you help them understand their role in the greater scheme of things, the 
better prepared they’ll be to function in your workplace. 


— Constant feedback. Gen X and Y grew up on video games. They're not 
satisfied with annual reviews or getting feedback when it’s convenient to 
leaders. Leaders need to practice day-to-day recognition much more 
consistently. These new workers are used to a constant flow of information 
and the more leaders provide, the better they'll perform. 


GR5 @ RES 4.7 


© WorldatWork. All rights reserved. 


INSIGHTS TO MANAGING ... 


— Downplay formal ceremonies. Young people are not big on ceremonies. 
They ring hollow and don’t seem sincere. It’s more meaningful for the boss to 
sit down with them and give them face time. One of them called it an “instant 
report card.” 


— Offer a choice of several rewards — the less tangible, the better. When it 
comes to reinforcement, consider offering one or two items from a “menu of 
recognition.” One young professional said that if he successfully completed a 
project, he would like private praise from his boss, recognition from the team 
that they appreciated him, and a little time off at the end of the project. 


— Peer recognition is important. Having co-workers give their validation, along 
with recognition from the boss, is the ideal mix for motivating this dynamic 
young work force. If you’re going to give tangible rewards, which is not always 
necessary, give Gen X and Y employees things that help them do their jobs 
better — the latest software or technology, for example. 


— Recognize individual accomplishments. In our desire to prevent offending 
anyone or leaving someone out, leaders sometimes take the easy road. We 
say, “Everybody meet in the cafeteria at 3 p.m., so we can recognize the 
group.” But recognizing Gen Xers and Gen Y means knowing exactly what 
employees did, and telling them face-to-face. 


Group recognition that celebrates a milestone or project still has its place. First, 
leaders owe it to their people to know what contributions each of them made and 
acknowledge them. Then celebrate as a group. 


Offer Generations-Friendly Compensation and Benefits 

How do we lure and keep this ambitious new breed of professionals? Well, it isn’t all 
about salary anymore. Not that it ever was, really. A quick glance at the best practices 
of some of Fortune’s 100 Best Places to Work confirms that it’s about creating an 
environment that acknowledges there is life beyond work. 


We all value the core benefits -- paid insurance, vacation, holiday and flex time. And 
while 401(k)’s have lost a little of their luster since Enron. Container Store’s 100 
percent match for up to 4 percent of salary is still pretty enticing. A salesperson’s pay 
averages $36,256 and what's just as important is the fact that 94 percent of staff feel 
they make a difference. SAS Institute provides its employees with superlative child 
care centers for only $250 per month, offers a huge on-site fitness center used by 80 
percent of its staff and gives free mammograms and lab tests, to name just a few 
perks. 


Strong career planning is one compelling reason to work at Synovus Financial Corp. 
Managers meet with reports at least three times a year to discuss their development. 
Employee-owned construction company, TD Industries, has an above-par sick pay 
plan: two weeks at full pay after one year and 12 weeks at full pay after three years. 
Edward Jones earns kudos for competitive starting salaries and broker bonuses 
issued a week early to help offset the aftermath of Sept. 11. But beyond even that, 
employees praise its no layoff policy and ethics -- 97 percent say management is 
honest. 
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Another common theme at premier places to work is employee development. Most 
companies on Fortune’s list offer a minimum of 32 hours of training per year while 
some encourage more than 100 hours of growth and learning opportunities. That’s an 
intangible but highly motivating benefit for people who are always striving to be the 
best at what they do, no matter what their chronological age. 


Designing competitive compensation and benefits packages has never been a “one- 
size-fits-all” premise. We know that. We also know that the days of “diploma to gold 
watch” employment are over. However, we can still create a “campus-like” 
atmosphere where people feel valued -- a place where they want to excel while they 
are there. To accomplish that, there are a few key phrases we all need to keep in 
mind: flexibility, chance for advancement and work/life balance. 


Types of Recognition 
Recognition falls into one of three categories: 


— Informal. This type of group recognition uses small mementos, such as T- 
shirts, mugs, or caps, to celebrate a milestone or project. 


Formal. This type of recognition, which includes years of service and annual 
excellence awards, often is reserved for the “best of the best”because it is 
costly and less frequent. 


Day-to-day or spontaneous. This kind of recognition spans the generations 
and is considered the most meaningful. It is sincere, specific, timely and 
includes face-to-face praise, written notes, the intranet, voice mail, etc. This is 
the very type of recognition that many leaders avoid, but it is extremely 
effective in motivating and reinforcing young employees. 
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The Solution for Employee Performance Mismanagement 


By Jude T. Rich, Sibson Consulting Group 


Placing responsibility for performance management with employees can help spring business 
results back to life. 


Quick Look 


e Amajority of managers and other employees 
agree their performance management programs 
do not improve business results. 

e Better performance management represents a 
largely untapped opportunity to improve company 
profitability. 

e Focusing on performance ratings and individuals, 
not teams, are the two major problems of most 
performance management programs. 

e In most companies, the performance 
management program is imposed on supervisors 
who, in turn, impose it on employees. 


Most companies invest an enormous amount of time in performance management programs 
that typically include defining responsibilities, setting goals or expectations, holding 
performance appraisal reviews and judging performance for merit increase and other 
purposes. Unfortunately, most of these programs add very little value in terms of actually 
improving individual and business performance. A majority of managers and other employees 
agree their performance management programs do not improve business results, according to 
the Work USA Survey and the Policies Practices Survey by William M. Mercer. Only 30 
percent of employees say they receive little feedback of real value in improving their 
performance, according to the “War for Talent” research conducted by McKinsey and Sibson. 


Better performance management represents a largely untapped opportunity to improve 
company profitability. However, correcting performance mismanagement requires a change in 
the focus, ownership and process of performance improvement efforts, not simply changing 
the form or the rating scale. 


Focus 

A company’s handbook or other description probably states the right goal for its performance 
management process, which is to improve performance. However, the true focus of most 
programs has strayed widely from this objective. There are two major problems with the focus 


of most programs: 


e The majority of performance management programs are driven by the need to arrive at a 
rating used to determine the size of employee merit increases and, in some cases, 
incentive awards. As a result, many supervisors determine the amount of merit increase 
they believe is adequate to retain and reward employees, then use company guidelines 
to back into a performance rating that justifies the desired increase. The bulk of the 
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supervisor's effort is arriving at a judgment of performance. Employees, of course, are 
likely to contest that judgment unless they are rated at a high performance level. As a 
result, the focus on improving individual performance is displaced by the focus on judging 
and rewarding. 

e The focus of most performance management programs is on individuals, not teams. 
Team performance usually is not considered in most performance feedback, according to 
Kepner Tregoe’s survey, People and Their Jobs: What’s Real, What’s Rhetoric. Rating 
only the performance of individuals often results in destructive competition and conflict 
among team members. Given how frequently people work in teams these days, the focus 
on individuals alone is outdated and often counter productive. 


Shifting Focus 

imagine the effect if every manager's conversation with every employee in the company was 
focused entirely on improving business results. There are three major steps necessary to 
accomplish this shift in focus. 


Improve Employee Business Literacy 
This includes a deep understanding of: 


e How the company makes money 

e How the company’s customers make money; how the company can help its customers 
make more money; what customers need to remain loyal 

e The key actions and efforts necessary by employees and their team to maximize 
company profits and satisfy customer needs. 


There are many ways to provide this enhanced business literacy. For frontline employees, 
companies like PepsiCo, Sears and State Farm have used pictorial representations called 
“learning maps” or “business games.” Learning maps chart the flow of revenues and costs and 
explain how the company makes money. Similar maps describe their customers’ businesses. 
Business games teach employees how the business works. For managers, enhanced 
business literacy may require special assignments or a better understanding of company 
economics. Economic “value trees” sometimes are used. These trees begin with return on 
capital and flow through each financial and nonfinancial measure that affects returns. Business 
literacy improvement is not just training. It requires that the employees participate and help 
lead the journey of discovery. When the focus is on business performance improvement, the 
performance management program should be linked to total quality efforts, as well as the 
employee appraisal process. 


Motivate Employees to Find Information to Track Performance 
After gaining the information to track their performance and that of their team, employees 
should gain an understanding of how they can influence these performance measures. 


Measure Team and Individual Performance 

Companies with the proper focus hold regular team sessions, often without supervision, to 
determine how they are doing and how to improve results. Thus, they are providing their own 
feedback to one another. Some teams also provide feedback in a multirater format to individual 


team members. 
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Ownership 

In most companies, the performance management program is imposed on supervisors who, in 
turn, impose it on their employees. Often, the HR organization “owns” it and is assigned 
accountability for this imposition. In effect, performance management is pushed on employees, 
and supervisors try to “manage” their performance. Unfortunately, the result is a battlefield on 
which supervisors and employees prepare strategies and tactics to get the highest possible 
performance rating by arguing contentiously about ratings. 


To end this performance mismanagement, it is necessary to transfer the ownership of 
performance improvement to individual employees and teams. Instead of simply managing 
their performance, they should be launched on a quest for the information they need and the 
tools necessary to improve their performance and that of their teams. In companies that have 
embarked on this performance quest, supervisors create the demand for feedback to 
employees on how they are doing. This feedback comes from data flows and answers to 
questions that employees ask about performance. Thrusting the accountability for performance 
improvement on employees is consistent with the 21st century reality. That is, employees 
should be avidly interested in improving their performance to participate in incentives and, in 
some cases, company stock appreciation. They also should take responsibility to build their 
own human capital, which is portable. The more an employee learns about how to satisfy 
customers and make money for the company, the more valuable that employee becomes 
within the business, or to another company. 


Once employees take ownership of their own performance, some companies have eliminated 
overall performance ratings. Instead, employees rate how they and their unit have performed 
based on information they have gathered in their efforts to improve business results. They 
typically prepare self-ratings on a regular basis, rather than once or twice a year, and they 
seek their supervisor's input on how they have judged each major component of their 
performance. 


How do companies make merit increase decisions, if overall individual performance ratings are 
not used? Companies using the performance quest approach find that making year-end pay 
decisions are virtual no-brainers. Employees and managers have shared performance 
information continually throughout the year. As a result, there are few surprises. 


Merit increase decisions become even easier if minute and meaningless distinctions in 
performance and pay are avoided. In most organizations, somewhere around 10 percent to 15 
percent of the people are delivering truly superior results and should be paid a premium. 
Another 5 percent to 10 percent are under performing and should receive less than the 
average. The majority of employees performs just fine and should receive the standard merit 
increase. It is significantly easier to identify top and bottom tiers of any employee population 
than it is to make rating decisions for every single employee. Some companies also shift some 
pay for superior performance to incentive plans based more on team performance. 


Employee ownership can be increased by tools constructed by employees, or provided by 
management, such as: 


e Aweekly results sheet that helps track performance 
e A business impact scorecard 

e A work problem-solver computer program 

e An action planner 
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e A guide to group and individual performance conversations 
e Aself-assessment guide. 


The Process 
There are two critical changes that are necessary to move from performance mismanagement 
to a performance quest: 


e Avoid making performance management a once or twice a year transaction that pits 
employees against supervisors. Instead, performance feedback should be supplied from 
multiple sources, including the supervisor, on a daily basis as part of “how we manage 
the business.” 

e Shift from a one-size-fits-all process covering different types of employees to a process 
tailored to the nature of the work. A performance improvement process that fits a staff 
employee, such as a corporate attorney, is unlikely to work for laboratory scientists, 
brand managers and sales representatives. For example, it is difficult to set goals in a 
mostly reactive environment in some testing laboratories, where only the most qualitative 
assessments of an employee’s performance makes the most sense. On the other hand, 
sales, operations and manufacturing employees can be measured easily against goals, 
standards and projections. Plus, some employees, such as sales representatives, tend to 
spend long periods of time on the road alone or with sales team members. A process for 
improving performance in such a highly independent job should be different from that 
used, for example, for service center employees doing inbound troubleshooting and 
housed in a single location with constant contact with their supervisor. 


Ultimately, the remedy for performance mismanagement is to focus performance management 
efforts on improving business results; shift accountability and ownership of managing 
performance to individuals and line coaches instead of just the boss or HR function; and use a 
custom process that draws on robust business results regularly, instead of a once-a-year 
transaction and a one-size-fits-all process for different employee groups. Figure 1 provides a 
template for evaluating performance management programs. 
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Figure 1: Evaluating Performance Management Programs 
Need for Change Effective Performance Management 


Process is viewed as a set of tasks that Performance management works in some 
needs to be completed by a specific date parts of the organization and fails in others 
There is emphasis on filling out forms and 

calculating ratings for making pay 


decisions, giving the process a 
transactional feel 


There is emphasis on ongoing feedback, 
meaningful performance conversations, 
and clear performance messages as “the” 
way we run the business 


VS 


Interactions and conversations about 
performance are initiated by both 
managers and employees 


The process is driven by the manager and 
“done to” the employee 


Employee objectives are clearly defined 
and linked to the strategy: People feel 
connected to the business 


Employee objectives are not well defined 
nor closely tied to the drivers of business 
strategy 


< 
i?) 


Performance information is highly 
accessible and yields robust ideas for 
growth and development 


Performance information is hard to access 
and yields limited ideas for growth and 
development 


< 
n 


Ee ESESESESE 


Enabling technologies have been 
supported by sustained efforts at 
improving process execution 


Large investments in enabling 
technologies have yielded little 
improvements in overall effectiveness 


VS 


Performance management is consistently 
executed and effective across the 
organization 


Performance management works in some 


parts of the organization and fails in others . 


n 
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By Jack Watson and 
Michael Blanchard 


Strategic Plans 
to Help Banks 
Motivate and 
Retain Their Best 


Employees and 


Sales Staff 


prevalent in your banks pay practice. 

e Analyze the extent to which your bank's 
compensation philosophy, practices 
and procedures support the bank’s busi- 
ness strategy. 

¢ Review salary structures to ensure com- 
pliance with federal and state regulatory 
requirements (FLSA, Equal Pay Act 
and Title VII of the Civil Rights Act). 

e Evaluate the monitoring and manage- 
ment appraisal system for compensation 
planning, forecasting and control. 

e Identify concerns pertaining to wage 
compression, market place competitive- 
ness, discrimination in pay practices and 
compensation vs. perceived worth. 


Improve Employee Motivation and 
Production with Performance 
Management 

Another strategy that has become increas- 
ingly prevalent in the banking industry is 
performance management. A properly 


s community banks try to maxi- 

mize profitability in today’s 

market, they must perform a 

tricky balancing act that 
attempts to manage payroll expenses while 
trying to attract and retain qualified staff 
and management. Complicating matters is 
the changing dynamics of the overall job 
market. Many businesses are paying top 
dollar for unskilled labor, while typically 
low-paying jobs are also paying significant- 
ly above minimum wage. 

Still, there are a variety of compensa- 
tion strategies and programs that help 
banks keep their best people and motivate 
employees to improve bank performance. 


Is Your Base Compensation Above 
or Below the Market Average? 
Base salary is the starting point for any 


designed pertormance management system 
incorporates a pay-for-performance 
methodology. Goal setting, performance 
appraisal, employee development, coach- 
ing and rewards are used to motivate both 
retail and sales staff to achieve desired 
results. The principles of performance 
management are demonstrated in the figure 
on the next page. 

An effective performance management 
system focuses on the key accountabilities 
and competencies of the job. 
Accountabilities (what a job consists of) 
are derived from the employee's job 
description and are based on the achieve- 
ment of end results measured against pre- 
determined standards. Competencies 
(how a job is done) are the skills, knowl- 
edge, attitudes, behaviors and processes 
that describe how superior employees 
achieve the desired results. In most 
instances, performance management is 
reinforced with a link to incentive pay, 


The Importance of Salary 


Long 
Term 
Incentives 


Annual 
Incentives 


Grou 
Life & 
Disability 


Pension 


Base 
Salary 


All good compensation plans rest upon an adequate base salary. Additional fringe 
benefits help encourage employee retention. 


compensation plan and is the foundation 
of the program for staff-level positions. As 
demonstrated in the “Importance of 
Salary” figure on the following page, all 
other incentives, from pensions to insur- 
ance, rely on base salary. 


The Importance of Salary 
Understanding how salary for each posi- 
tion within the bank compares to the cur- 
rent market values among average peer 
group is critical for staff-level compensa- 
tion. An independently conducted cash 
compensation analysis identifies how a 
financial institution compares against 
those with whom you are competing for 
talent. Consider the following when 
examining base compensation: 
¢ Evaluate the degree to which internal 
equity and external competitiveness are 


with an at-risk component tied to 
achievement of individual and organiza- 
tional goals. Most often these incentive 
payments are non-recurring awards. 
However, performance management sys- 
tems can be designed to link with annual 
base-pay adjustments as well. 

Linking performance to pay at all staff 
levels demonstrates that the organization 
is committed to the program. It lets 
employees believe that they are rewarded 
for results and how those results are 
achieved, not for time on the job. In the 
performance management system, the 
employees together with their supervisors 
agree on what is expected each year and 
receive training and coaching in areas that 
need improvement. The performance 
management system serves as an excellent 
communication vehicle, outlining corpo- 
rate and business unit directions for all 
employees. 

In support of a good business plan, per- 
formance management will allow an organ- 
ization not to just weather the process of 
change, but to move ahead powered by the 
collective and directed strengths of its 
employees. With a good plan, you may be 
able to jump start the move to superior per- 
formance. 


Do You Pay for Performance ... 

Or Do You Just Pay? 

It is widely recognized that to be compet- 
itive, bank management must ensure their 
compensation system rewards individual 
performance, increases productivity, and 


Reprinted with permission, “Strategic Plans to Help Banks Motivate and Retain Their Best Employees 
and Sales Staff’, Jack Watson and Michael Blanchard, October 2001, Community Banker, America’s 


Community Bankers. © 2001 
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STRATEGIC PLANS 


The Keys to an Effective Performance 
Management System 


Links to short and 
long-term 


strategies and 
department objectives 


Motivates individuals 
to 
pre-established goals 
and/or behave in 
a producte manner 


EFFECTIVE 
PERFORMANCE 
MANAGEMENT 

SYSTEM 


Provides feedback to 
develop employee 
eh 's ond 


competencies 


Links to compensation 


brates poy 


based on level of 
performance 


contributes to the achievement of overall 
business goals and strategic plans. Many 
organizations have reported unprece- 
dented growth and earnings through 
effective use of performance-based 
incentive programs. These plans reward 
staff, managers and executives for their 
performance, with the philosophy being, 
the better the performance exhibited 
among all employees, the higher the 
bank's profitability. The beauty of such a 
plan is that you don’t pay until certain 


levels of perform- 
ance are obtained. 
There are many 
varieties of — staff 
incentive plans in use 
at community banks 
across the country. 
Each plan should be 
designed to maximize 
accomplishment of 
organizational objec- 
tives, to respond to 
competitive pres- 


can be easily 

id and { 
gp reiainede sures and achieve the 
ya trained manager highest productivity 


from employees 
while — minimizing 
fixed payroll costs 
which are escalating 
at a moderate but continuous rate. Staff 
incentives are visible means and powerful 
alternatives that direct management 
objectives and link strategic plans to tacti- 
cal business goals. Presented in the box 
below are different types of staff incentive 
plans used by community banks. 


Using Incentives to Encourage a Sales 
Culture within the Bank 

Over the past decade, many community 
banks placed more emphasis on develop- 


Various of Staff Incentive Plans 


+ Small-group incentive plans provide rewards to all members of an established group 
based on their collective achievement of predetermined objectives. 

+ Gain-sharing plans are designed to measure and improve productivity and to share the 
value of the gains with participating employees. 


Current cash-sharing plans provide employee rewards based on the overall financial per- 


formance of the bank. Generally, rewards are uniform in size for all eligible employees. 
Awards are available in proportional or full segments for all eligible employees and are 


typically cash rewards. 


Spot award plans are generally discretionary with employees nominated for awards by 
supervisors and peers. Awards may be cash, merchandise or symbolic in nature. 
Annual incentive plans provide employee rewards based on the overall performance of 
the bank or operating unit and are often based on individual performance and results. 
Individual incentive plans are comprised of performance criteria and payouts which are 


customized to the individual. 


Skill/knowledge-based plans are designed to reward non-management employees for 
acquiring new skills. The system employs a series of salary steps with movement upward 
to the next higher step based on acquiring a new skill or area of knowledge. 

Lump-sum merit plans involve an annual merit increase delivered in the form of a single 
cash payment. It may or may not be added to base salary at a later date. 
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ing a sales culture in their organization. 
The concept focuses on cross-selling the 
bank's financial products and services to 
its current customers. As more communi- 
ty banks begin to offer a variety of prod- 
ucts and services outside traditional retail 
banking (investment banking, trust servic- 
es, insurance, financial planning, broker- 
age services), the importance of cross- 
selling has moved to the forefront. Instead 
of being an “order takers,” employees 
become “order makers.” 

Typically, a bank will use spot awards 
that include monthly cash bonuses or 
prizes for the achievement of a certain 
quota of cross-sells. All bank positions, 
ranging from the teller to the back-room 
accountant, are eligible for this award. 
However, while these programs are effec- 
tive in the short term, they typically slow 
down in the long run. Incorporating cross- 
selling into the employee's job description 
and annual performance appraisal is a 
more-effective method to encourage and 
motivate cross-selling for an extended 
period of time. 

Other methods for motivating a sales 
culture include developing an entire top- 
down attitude that turns away from tradi- 
tional methodologies. As employees 
inevitably want to know what’ in it for 
them, sales training and development pro- 
grams to assist employees in knowledge 
and techniques must be accompanied by 
strong reward mechanisms. Sustaining and 
continuing higher performance levels and 
expectations are reinforced through mean- 
ingful rewards that are based on consistent- 
ly raising the performance bar. To trans- 
form the “entitlement” mentality into true 
performance-based incentives, employees 
must see the linkage to rewards and specif- 
ic, realistic, achievable and measurable 
goals. Moreover, the entire process benefits 
the bank and the employee and essentially 
pays for itself through improved bank per- 
formance. 


How to Compensate Your Sales 
Staff 

As a result of the Gramm-Leach-Bliley 
Act, many community banks are expand- 
ing their offerings to incorporate other 
types of financial services (investments, 


STRATEGIC PLANS 


trusts and insurance). These institutions 
will need to attract investment, trust and 
insurance officers whose experience lies 
outside of traditional banking, thereby 
requiring banks to offer compensation 
‘packages comparable to those of other 
industries. Many of these candidates are 
accustomed to receiving incentive pay and 
first-rate benefits in return for delivering 
above-average results. 

Typically, most sales staff will be com- 
pensated based on a commission or per- 
centage of sales. However, « variety of 
incentive plans have been designed for 
loan, trust and investment officers. These 
incentive programs usually incorporate 
bank-wide, departmental and individual 
goals and objectives with a strong emphasis 
on individual contribution to organization- 
al success. 

Specific measurable performance crite- 


ria over which the sales staff has a high 
degree of control typically constitutes a 
major portion of the reward process and is 
joined by other measurable criteria such as 
profitability, portfolio growth and the like 
on a weighted basis. Offsets may be 
applied that would be applicable to the 
specific job, such as delinquency ratio, 
non-accruals, portfolio balance, charge- 
offs and other items, to accurately reflect 
performance. The overall goal in the estab- 
lishment of incentive awards based on spe- 
cific positions such as trust, investments 
and lending is to develop a program that 
rewards star performers and provides 
underachievers with motivational incen- 
tives to work harder. 

Compensation programs for both exec- 
utive- and staff-level employees are vital to 
a bank’s success. Although there are several 
different strategies for compensation, they 
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all have one common ground: they pay for 
performance. If you're thinking about cre- 
ating a plan, remember that, in a properly 
designed program, the employee is only 
rewarded when bank and individual per- 
formance increases. As your bottom line 
increases, so does theirs. Compensation 
plans are a genuine win-win situation. 

An effective compensation plan pro- 
vides the palette for your staff retention 
masterpiece. 


Jack Watson and Michael Blanchard 
are part of the Compensation 
Consulting Group of Clark/Bardes 
Consulting's Banking Practice (an 
ACB Associate Member). The authors 
are experts in the field of 


compensation strategy. They may be 
reached at 888-236-7724. VW 
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Current Performance Management Practices 
Examining the Varying Impacts 


Edward E. Lawler, III, University of Southern California 
and Michael McDermott, Capital One 


Establishing an effective performance management system is a major challenge for 
most organizations. It has been a key topic in the human resources management 
literature for decades (Mohrman, Resnick-West and Lawler, 1989; Latham and Wexley, 
1994). Recently, it has received a great deal of attention. Perhaps the most important 
reason for this interest is the increased importance of human capital. Because work 
requires more knowledge and skills, organizations depend more and more on the 
performance of their human capital, and as a result are increasingly focused on how it is 
managed. 


It is very difficult to effectively manage human capital without a system that measures 
performance and performance capability. Organizations need a system that can identify 
the capabilities of its human capital so that they can effectively staff projects, implement 
strategic initiatives and manage the development of their workforces. They also need 
measures of performance so they can deal with performance problems and motivate 
performance excellence. 


Organizations potentially can use a wide variety of approaches to performance 
management. These choices continue to increase because of the availability of 360- 
degree appraisal tools and the growing use of the Web to enable organizations to do 
more integrated and comprehensive human capital management. 


A great deal of the theory concerned with human motivation and human development 
argues that an effective performance management system should be a key building 
block of every organization's human capital management system (Smither, 1998). To tie 
performance to rewards (the key to motivating performance), organizations need to have 
accurate measures of individual performance (Lawler, 2000). To develop, individuals 
need feedback about their strengths and weaknesses. Organizations, meanwhile, need 
performance information to direct their training and development resources to those 
individuals who can gain most by them. Finally, organizations need performance 
information to correct performance problems and assess the effectiveness of their 
improvement efforts. 


There is no shortage of ideas about what makes for effective performance appraisal 
systems. The academic literature stresses the importance of goals, behavior-based 
measures, ongoing feedback, training and a plethora of other practices (Smither, 1998). 
The practitioner literature is full of how-to articles that call for a wide variety of practices. 
Often this literature makes conflicting recommendations. For example, some articles 
argue that all ratings should be discontinued while others call for forced distribution 
ratings. 
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There is little research data to establish the impact of the many practices recommended 
in the writings on performance management. There also is little information about what 
companies are doing at this point in time. This study attempts to fill these two voids. It 
focuses on the practices of medium and large U.S. corporations, as well as the 
relationship between those practices and the effectiveness of their performance 
management systems. 


Methodology 

Fifty-five HR managers from medium and large companies, mostly members of the 
Fortune 500, recently participated in an electronic and paper survey conducted by the 
Center for Effective Organizations at the University of Southern California. 


The survey covered some general questions about the nature of the performance 
management system in their companies, such as how many systems they had, who is 
responsible for the system, and how long they have been in place. It also asked about 
the extent to which a number of practices were part of the performance management 
system. These items, which will be the major subject of this article, were rated on a 1 to 
5 scale. 


The second major section of the questionnaire focused on the effectiveness of the 
performance management system. It asked about the overall effectiveness of the 
system, as well as its impact in a number of areas concerning development, motivation 
and measurement. Ratings were on a 1 (not effective) to 7 (very effective) scale. The 
effectiveness items were factor-analyzed and divided into two factors. The first can best 
be described as an overall effectiveness factor that covers motivation, development, 
culture, and business strategy. The second factor focused on the differentiation 
effectiveness of the system. It included items on the ability of the system to reward top 
talent, identify poor performers and identify top performers. 


Characteristics of Systems 

The responses concerning the characteristics of the performance management systems 
in the companies studied show that most (86 percent) had consistent performance 
management practices company-wide. The typical company had two systems, although 
some had many. Because of the existence of multiple systems, the respondents were 
asked to respond to all questions for the system that covered the most employees in 
their company. For those companies that had more than one system, the most common 
criterion for determining who was covered by an appraisal system was level in the 
organization. Organizations typically had a different system for higher-level employees 
than for the rest of the organization. 


The average system studied had been in place for three years. Forty-six percent of the 
companies said that they were making or were about to make a change in their system. 
Clearly, these companies were not using the same system for long periods of time and 
in many cases did not feel that they had found the right approach to performance 
management. This conclusion is reinforced by the fact that although most companies 
use a rating scale approach to measurement, in more than half the companies, the 
rating scale that is used has changed in the last two years. Twenty-seven percent of 
companies report that they use a forced distribution system. Finally, most companies in 
the sample do an annual performance appraisal at the end of their fiscal year. 
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Use of Goals 

There is a large literature on the impact of goals, which suggests that they can have a 
powerful impact on motivation and performance (Locke and Latham, 1990). Goals also 
are a way that business strategy can be translated into individual behavior. Most of the 
writing on goal setting suggests that for goals to support business strategy, individuals 
need to have specific goals that are aligned with corporate business strategy. It also 
suggests that to be motivating, goals should be jointly set at the beginning of a 
performance management cycle. 


Figure 1 presents the results for the three questions that were asked about goals. It 
shows that many companies do not place an emphasis on individuals having preset 
goals. On the other hand, most companies do use their business strategy to establish 
performance goals and in most cases they are jointly set at the individual level. The 
results also show that jointly set and performance-driven goals are strongly related to 
performance management system effectiveness. 


Figure 1 Use of Goals 


Correlation 
ercent Frequency Coefficient 


Perf. 
Management 
Some System Differentiation 
Extent Effectiveness | Effectiveness 


Jointly set 
performance goals 
for individuals 


Performance goals 
that are driven by 
business strategy 


= Significant at the .05 level. ** = Significant at the .01 level. *** = Significant at the .001 level 


Only the practice of having performance management goals driven by business strategy 
is related to differentiation effectiveness. One explanation for the relationship between 
business strategy-driven goals and differentiation effectiveness is that using business 
strategy for goal setting makes it clearer what separates individuals from a performance 
point of view, and it helps justify giving them different ratings. 


Overall, the results strongly support the argument that business strategy-driven 
performance goals are a positive and that having individual performance goals, 
particularly individual goals that are jointly set, is a positive contributor to performance 
management system effectiveness. It is less clear why pre-set performance goals are 
not more commonly used or more strongly related to effectiveness. From the point of 
goal-setting theory, the earlier the goals are established, the better, because it 
establishes both the levels of performance and areas of performance that are important. 
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Communication 

Discussions of performance management frequently argue that it is very important that 
managers give individuals ongoing feedback about how well they are performing. The 
rationale for this includes the chance it provides for ongoing adjustments in performance 
and the prevention of end-of-the-performance-period surprises and conflicts. It also is 
common to suggest that individuals being appraised should have an opportunity to 
provide performance information to those making judgments about their performance. 


Figure 2 shows the results of two questions that address ongoing feedback and 
providing performance information. It shows that ongoing feedback is not present to a 
great or very great extent in the performance management systems of these companies. 
Only 9 percent of the companies feel that it happens to a very great extent. More 
common is an opportunity for individuals being appraised to provide performance 
information to their appraiser. Thirty-eight percent of the companies say this happens to 
a very great extent in their systems. 


Figure 2 Communication 


Correlation 
Percent Frequency Coefficient 


Perf. 
Little Very Management 
or no Some | Moderate | Great Great 


Extent Extent Extent Extent Extent 
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* = Significant at the .05 level. | ** = Significant at the .01 level. *** = Significant at the .001 level 


System Differentiation 
Effectiveness | Effectiveness 


On-going 
feedback by 
managers 


Opportunity for 
individuals being 
appraised to 
provide 
performance 
information to 
appraisers 


As many of the writings on performance management predict, ongoing feedback is 
strongly related to performance management effectiveness. Less strongly related is the 
opportunity for the individuals being appraised to provide performance information. The 
results for differentiation effectiveness are not as strong. Ongoing feedback is 
significantly related to it, but the opportunity to provide performance input is not. This 
result is not surprising, since the opportunity to provide performance information is not 
necessarily expected to increase differentiation, just the perceived fairness and impact of 
the appraisal process. The results strongly suggest that organizations should build 
ongoing feedback into their systems and provide individuals with the opportunity to 
provide performance information. 
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Employee Development 

An important objective of many performance management systems is employee 
development. A long-debated issue is whether appraisals for reward purposes should be 
combined with appraisals for development. In the last decade, competency models have 
been developed in many companies, and they are being used to aid development 
planning and assessment. 


Figure 3 presents information on how performance management systems handle some 
of the most important development issues. As might be expected, development planning 
is present in systems to a moderate or greater extent in most of the companies. The 
results show that competencies are also used relatively frequently. Almost half the 
companies use .:1em to a great to very great extent in their performance management 
systems. Less common are competency models that are based on business strategy. 


Figure 3 Employee Development 


Correlation 
Percent Frequency Coefficient 


Perf. 
Management 
Moderate System Differentiation 
Extent Effectiveness | Effectiveness 


mae l=[@[=[=[| «| = 


Competency 
models that are 
based on 
business strategy 


Discussion of 
development held 
separately from 
appraisal 


Measures of how 
individuals 
achieve their 
results 


Note: For Correlation Coefficients 


* = Significant at the .05 level. ** = Significant at the .01 level. *** = Significant at the .001 level 
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The frequently recommended practice of keeping development separate from appraisal 
is used to a moderate or less extent by most companies. Measures of how individuals 
achieve their results can be useful for development purposes, because they can show 
what behavior needs to be improved in order for performance to improve. They are used 
to a moderate extent or greater by over half of the companies. 


There is a particularly strong relationship between effectiveness and using measures of 
how individuals accomplish their results. This strongly suggests that systems work when 
people are appraised on both their results and how they obtain them. As already noted, 
it helps with development, and it may also help with focusing behavior and therefore 
performance. 


The remaining results relating the use of development practices to performance 
management effectiveness are strong with one exception. Separating the development 
discussion from appraisal is not significantly related to performance management 
system effectiveness. In some respects, this is not surprising. It is quite possible to argue 
that development discussions are best held in the context of the appraisal of a person's 
performance, because it can highlight the type of performance improvement that is 
needed and motivate individuals to improve. What may need to be separated from a 
development discussion is the impact of performance appraisals on rewards. There is 
evidence that this has a tendency to cause individuals to not hear development feedback 
and to respond poorly to it (Latham and Wexley, 1994; Lawler, 2000). 


The results for differentiation effectiveness show no strong relationships. The 
relationship to development planning is statistically significant, but not strong. In many 
respects, the fact that there are no strong relationships is not surprising. These 
development practices are not necessarily about differentiating individuals on the basis 
of their performance. Development certainly can be aided by information that 
distinguishes people based on the level of their performance, but a focus on 
development and competencies is not necessarily the kind of the thing that leads to 
better differentiation of individuals based on their performance. 


Overall, the results suggest that using competencies, developmental planning, and 
measures of how individuals achieve their results is a significant positive in terms of 
creating an effective performance management system. This undoubtedly occurs 
because it provides a strong basis for providing feedback to individuals, relating the 
capabilities of individuals to business strategy, and helping individuals develop the kind 
of skills and knowledge they need in order to contribute to organizational effectiveness. 


Rewards 

Literature on motivation and reward systems places a strong emphasis on the 
importance of relating financial and other rewards to performance measures. Creating a 
line of sight from performance to rewards requires this and is critical to having a reward 
system that motivates performance (Lawler, 2000). 
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Figure 4 shows that these organizations do establish a strong relationship between 
appraisal results and salary increases, bonuses, and to a lesser extent, stock rewards. 
The obvious implication of this is that they are trying to use financial rewards as 
motivators of performance. The practice of terminating the lowest-rated employees is not 
used to a great to very great extent by these companies. Apparently, despite the interest 
in it that has been generated as a result of its use by GE, it is not widely used. 


Figure 4 Rewards 


Percent Frequenc Coneeton 
q y Coefficient 
Perf. 
Little Very 
or no Some | Moderate | Great Great 
Extent Extent Extent Extent Extent 


Management 


System Differentiation 
33 
11 33 
17 9 
8 13 


Effectiveness | Effectiveness 

2 
a 

Note: For Correlation Coefficients 


* = Significant at the .05 level. _** = Significant at the .01 level. *** = Significant at the .001 level 


Close tie between 
appraisal results 
and salary 
increases 


Close tie between 
appraisal results 
and bonuses 


Close tie between 
appraisal results 17 


and stock/stock 
option grants 


Termination of 
the lowest rated 
individuals 


The relationship between rewards system practices and performance appraisal 
effectiveness is positive for all the performance management items. The strongest 
relationship is with having a close tie between appraisal results and salary increases. 
Apparently, tying the results of performance appraisals to financial rewards does lead to 
the performance appraisal system being effective. The finding that effectiveness is 
higher when rewards are tied to appraisal results is important, because it contradicts the 
frequently made argument that appraisals are more effective when they are not tied to 
financial rewards. 
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The results also suggest that tying results to rewards and termination leads to better 
performance differentiation. The correlations between the reward appraisal items and 
differentiation effectiveness are positive and, in three of four cases, statistically 
significant. The most likely explanation for this is that in order to effectively distribute 
rewards based on performance, the performance appraisal system must differentiate 
among employees. There almost always is a limited budget of rewards to be given, and 
as a result, the performance appraisal system is expected to provide measures of 
performance that differentiate individuals so that they can be rewarded for their 
performance. 


360° Appraisals 

Advocates of 360° appraisals argue for broad-based data gathering during the appraisal 
process (Lepsinger and Lucia, 1997). Recently, a number of Web-enabled 360° 
appraisal systems have been developed and marketed by consulting firms. 


Traditional performance appraisals usually involve only two individuals: the boss and the 
subordinate. It is up to the boss to determine what data are gathered, assess the 
performance of the individual and determine how data are used to complete the 
evaluation. Typically when a boss does an appraisal, little or no information is gathered 
from the peers of the individual being appraised, the customers of the individual being 
appraised, or the subordinates of the individual being appraised. There is little doubt that 
they often have valid data about the performance of the person being appraised, but 
should their data be gathered and included in the appraisal process? 


Figure 5 shows that, at this point, 360° appraisal processes have yet to gain wide use. 
360° processes that impact rewards are particularly unlikely to be used. This is not 
surprising, since there are major problems with using 360° appraisal processes for 
rewards purposes. For example, an individual completing a 360° appraisal may be 
competing with the individual being appraised for a limited pot of rewards, and thus not 
motivated to give valid data. The most popular use of 360° appraisals clearly is for 
development only, but even here most companies use it to a moderate or lesser extent. 


Figure 5 360° Appraisals 
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Note: For Correlation Coefficients 
* = Significant at the .05 level. ** = Significant at the .01 level. *** = Significant at the .001 level 
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There appears to be no relationship between the use of 360° appraisals and either the 
performance management system's effectiveness or its differentiation effectiveness. 
Apparently, 360° appraisals simply aren't that impactful with respect to the general 
effectiveness of the appraisal process. Perhaps the best way of summarizing the results 
with respect to the 360° appraisals is to say that they are not yet widely used and that 
their efficacy has yet to be established. 


Managerial Behavior 

Managers at all levels in a hierarchy can play an important role in the operation of the 
performance management system. If the performance management system is going to 
be tied into business strategy, it is critical that senior management take a role and make 
the tie between business strategy and the performance management system. The 
behavior of management is also an important indicator of how important the 
performance management system is and as a result is likely to have a strong influence 
on how the system is actually executed. 


Figure 6 presents data from seven items that focus on the role of managers in the 
performance appraisal system. The data suggest that senior management does play an 
important role in the performance management system in most companies. Senior 
management to a great or very great extent plays a leadership role in two-thirds of the 
companies studied. Many companies have calibration meetings in which managers get 
together to compare their ratings, and there is a moderate level of ownership of the 
system by line management. The responses to two items indicate that most of the 
companies studied do not place a strong emphasis on how well the performance 
management system operates. For example, the majority of the companies make little or 
no effort to appraise managers on how well they actually do appraisals and a majority of 
the companies put little effort into measuring the effectiveness of the system. 


The relationships between the role of managers and the effectiveness of the 
performance management systems are quite strong. All the items concerned with 
management support are statistically significant. The overall pattern provides a strong 
argument for the important impact of how senior management and managers in general 
behave with respect to the performance management system. For example, leadership 
by senior management is very highly correlated with the effectiveness of the system, as 
is measuring how well managers do appraisals. Similarly, measuring the effectiveness of 
the system is strongly related to the effectiveness of the system. 


Ownership by line management actually has the highest correlation of any item in the 
entire study. This is in contrast to the extent to which HR owns appraisal systems, where 
there is no significant relationship with the effectiveness of the system. In short, an 
effective performance management system depends very much on the behavior of 
senior managers and the systems they develop to support it. It is important that they own 
the system; having HR own it is not an effective approach. 


The differentiation effectiveness results are not as strong as the ones for system 
effectiveness, but a number of the items are significantly related to differentiation 
effectiveness. Particularly interesting are the strong correlations with leadership by 
senior management and ownership by line management. Again, the results make the 
point that how managers behave is a very important determinant of the effectiveness of 
the performance management system. 
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Figure 6 Managerial Behavior 
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Note: For Correlation Coefficients 


* = Significant at the .05 level. ** = Significant at the .01 level. *** = Significant at the .001 level 


Finally, there is support for the use of calibration meetings. Their use is significantly 
correlated with both system effectiveness and differentiation effectiveness. Since senior 
managers typically lead them, this result reinforces the point that differentiation occurs 
when senior managers provide leadership. 


Performance Appraisal Training 

At least two roles exist in a performance appraisal: the role of the appraiser and the role 
of the individual being appraised. The skills to perform these roles are not necessarily 
present in the individuals being appraised or the individuals doing the appraisals. Thus a 
critical issue in performance appraisal effectiveness is whether training is provided for 
the individuals doing the appraisal and for the individuals being appraised. 
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The data in Figure 7 strongly suggest that in the companies studied, appraisers are likely 
to receive training, but that individuals being appraised are not likely to get training in 
how to behave in a performance appraisal situation. This is not surprising since 
traditionally the appraisal process has been seen as a one-way activity that is 
orchestrated by the appraiser. 


Figure 7 Training 


Percent Frequency peas deoeti 
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Note: For Correlation Coefficients 


* = Significant at the .05 level. _** = Significant at the .01 level. *** = Significant at the .001 level 


The correlations between the presence of training and the effectiveness of performance 
appraisals are very high. They show that the presence of training has a large impact on 
performance appraisal effectiveness. This is true even for the training of individuals 
being appraised. What is most likely happening is that organizations that take the time to 
train managers and individuals generally have well-developed systems. As a result, the 
correlation between training and effectiveness ends up being quite high, both because 
training helps and because the companies with training have better systems. 


The relationship between differentiation effectiveness and training is statistically 
significant and high in comparison to the other differentiation results. This follows the 
common finding that managers need to be trained in order to make accurate appraisal 
ratings. The implication of this finding for organizations that want to obtain differentiation 
in their appraisal results is clear: they need to train their appraisers. Particularly when 
combined with the result showing that training is related to performance management 
system effectiveness, a strong argument can be made for the importance of training and 
developing those individuals who will take part in the performance management 
process. 
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e-HR Appraisal Systems 

e-HR systems are becoming more popular in corporations (Lawler and Mohrman, 2003). 
When asked whether web-enabled systems are used in the performance management 
process, 57 percent of companies responded that they are. Of these, 48 percent said 
that they have paperless, e-HR-based systems. In 75 percent of the companies, the e- 
HR systems are used for providing information about performance management to 
participants and for developing performance goals. Other uses include data analysis of 
ratings and facilitating calibration meetings. 


Figure 8 shows that the use of e-HR systems for performance management is 
significantly related to both performance management system effectiveness and 
differentiation e ‘ectiveness. Apparently, Web-enabling the performance management 
system has a positive impact on its effectiveness. There are a number of possible 
explanations for this relationship. It may be that the companies that are using the Web 
are more sophisticated and simply are better at performance management. It is also 
quite possible that e-HR systems provide better data and educate people above and 
beyond what can be done with a manual system. Probably both of these explanations 
are true, and ultimately the best performance management systems will be highly Web- 
enabled. Goals will be set on the Web, measures accumulated, and essentially all the 
performance management process will be performed on the Web. 


Figure 8 eHR Appraisal Systems 


ao 
Performance Management System 4.08* 
Effectiveness 


Response scale: 1 = Not Effective At All to 7 = Very Effective 
* Significant difference (p < .05) between Yes and No. 


Performance Management Effectiveness 

The results in Figures 1 through 7 show a number of practices that are highly correlated 
with performance management system effectiveness. They provide a clear roadmap 
concerning what organizations can do to have an effective performance management 
system. 


A surprisingly large number of practices are significantly related to performance 
appraisal effectiveness. The results strongly argue that practices concerned with goal 
setting, communication, competency models, reward system practices, behavior of 
managers and training all potentially have a positive impact on the effectiveness of 
performance appraisals. 
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Perhaps the most surprising omission from the list of positive practices is the 360° 
appraisal. Despite its growing popularity and the attention it has received in the 
literature, it is neither correlated with the effectiveness of the appraisal process nor is it 
very frequently used to a wide extent by companies in our sample. 


The following practices are highly correlated with effectiveness and are used to a great 
extent by the companies in our sample: 

— Performance goals that are driven by business strategy 

— Jointly set performance goals for individuals 

— Close tie between appraisal results and salary increases 

— Leadership by senior management 

— Development planning. 


There are no major surprises on this list. They are all items that are frequently 
mentioned in the literature and therefore, it is hardly surprising that they are widely 
adopted by the companies that were studied. Perhaps the most surprising item on the 
list is the close tie between appraisal results and salary increases. It is frequently 
suggested that this is not a desirable practice because the salary increase discussion 
may actually overwhelm the feedback individuals get about their performance. The 
results, however, suggest that this may not be as important as the positive impact of 
rewarding performance. 


The following practices are high in impact but low in usage: 
— Competency models that are based on business strategy 
— Appraisal of how well managers do appraisals 
— Measures of the effectiveness of the system 
— Training for individuals being appraised 
— e-HR systems. 


There are no dramatic surprises on this list, but it does provide a clear picture of what 
companies are not doing that could be helpful. For example, it shows that competency 
models need to be driven by business strategy if they are going to make a significant 
contribution to the performance management system. The results also strongly suggest 
that there needs to be more measurement of the system's impact, measurement both of 
how well the managers do appraisals and how well the overall system operates. Once 
again the old truism with respect to organizational behavior that "what gets inspected, 
gets done" seems to apply. Here again we find that if companies want to do a good 
appraisal, they need to measure how well it is done. 


Differentiation Effectiveness 
Two practices are high-impact and high-use with respect to differentiation in the 
performance management process: 


— Close tie between appraisal results and salary increases 


— Leadership by senior management. 
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Both of these practices are ones that have a positive impact on performance appraisal 
effectiveness and on differentiation effectiveness. Thus, this result strongly reinforces 
the importance of them being part of any performance management system. 


The following practices are high-impact with respect to differentiation, but are not 
frequently used: 


— Training for individuals being appraised 

— Termination of the lowest-rated individuals 

— Calibration meetings that compare ratings by different managers 
— e-HR systems. 


Two of the high-impact, low-use practices are ones that not every organization may want 
to adopt: calibration and termination. Calibration meetings are a relatively new idea, and 
it is not surprising that they are not one of the most widely used practices. They normally 
involve a series of meetings throughout an organization in which appraisers get together 
to standardize their judgments and be sure that the system is operating fairly across the 
organization. This particular approach has a number of positives when it comes to using 
the results of the performance management system for determining rewards. Perhaps 
most importantly, it is a way to be sure that the organization's policies are consistently 
implemented across the entire organization. However, it is very time-consuming and 
difficult to manage. 


It is not surprising that terminating the lowest-rated individuals is the other item that is 
high-impact but low-use. It is a controversial practice, and one that may not fit the culture 
of many organizations. Doing it effectively requires good performance judgments and, 
indeed, in companies that use it, appraisals often are based on cross-calibration 
meetings. 


Designing an Integrated HR Management System 

One final point about the effectiveness of a performance management system needs to 
be made. Creating an effective system likely is not simply a matter of picking a number 
of best practices and putting them in place. There are critical interface and system 
design issues that need to be taken into account. The individual performance 
management practices need to be driven by the business strategy and fit with each other 
and with the overall human resource management system of the organization. 


One piece of evidence that supports the "systems fit" argument is the significant 
relationship between an item that asked about the degree to which the performance 
management system is integrated with other HR systems and the effectiveness of the 
performance management system. The relationship was significant, indicating that the 
performance management system is not a stand-alone item. It needs to interface 
effectively with the HRIS system, the salary system, etc. In addition, the pieces of the 
performance management system need to fit with each other; for example, the training 
on how to do appraisals needs to be appropriate for the type of measurement system 
that is used, and as another example, the type of data that is gathered needs to be 
appropriate for promotion purposes, salary increase purposes, and whatever other 
purposes the system is used for. Similarly, the timing of the system needs to fit the 
business cycle of the organization and its business model. 
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Conclusion 

These results go a long way toward indicating what it takes to make an effective 
performance management system. They clearly demonstrate that when the right 
practices are in place, the potential exists to create a performance management system 
that can accomplish multiple objectives. They do not, however, provide a magic formula 
for the design of a performance management system. Creating an effective system 
requires the tailoring of practices to the specific situation of a given organization. 
Nevertheless, the practices identified in this study as having a positive impact on 
performance management effectiveness should be considered by every organization. 
They clearly may impact the effectiveness of every organization's performance 
management system. Thus, although one would not argue for blind acceptance and 
installation of all these practices, one certainly should argue for every organization 
considering whether or not they would be useful in their particular situation. Particular 
attention also should go to those practices that are high-impact but infrequently used. 
These may be ones where organizations can get the greatest amount of improvement in 
their performance management systems. 
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A 


ability to pay 

The ability of a firm to pay a given level of wages 
or to fund a wage increase while remaining 
profitable. A frequent issue in union contract 
negotiations. 


annual bonus 

Usually a lump-sum payment (cash, shares, etc.) 
made once a year in addition to an employee's 
normal salary or wage for a fiscal or calendar 
year. Generally nondiscretionary and not based 
on predetermined performance criteria or 
standards. 


award 

An amount of cash, a prize, a symbol or an 
intangible reward given as a form of recognition. 
Awards can be in the form of money, prizes, 
plaques, travel and public commendations. The 
payouts of sales contests usually are called 
"awards." 


B 


behavior-based appraisal 

A performance assessment tool that focuses 
specifically on the behaviors of those being rated 
as opposed to results. In other words, appraisal is 
based on what individuals are doing to contribute 
to the organization - not what they produce. 


benchmarking 

The process by which an organization seeks to 
identify top performing organizations and 
analyzes their strategies, policies and practices 
for the purpose of learning some or all of them. 


bonus 

An after-the-fact reward or payment (may be 
either discretionary or nondiscretionary) based on 
the performance of an individual, a group of 
workers operating as a unit, a division or business 
unit, or an entire workforce. Payments may be 
made in cash, shares, share options or other 
items of value. In the context of sales 
compensation, a defined, pre-established amount 
of money to be earned for achieving a specified 
performance goal. Planned bonus amounts 
commonly are expressed as a percent of the 
incumbent's base salary, salary range midpoint, 
percentage of target cash compensation or 
incentive compensation, or a defined dollar 
amount. See also discretionary and 
nondiscretionary bonus. 


bonus-eligible 

A term referring to groups or classes of 
employees who are eligible to participate in a 
bonus program. 
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C 


central tendency error 

The result when some raters evaluate the 
individual performance of subordinates toward the 
middle of a performance scale, reflecting the 
belief that everyone's performance is about 
average or that different performance levels are 
not discernible. 


compensation philosophy 
Ensures that a compensation program supports 
an organization's culture. 


compensation policy 

Ensures that a compensation program carries out 
the compensation strategy while supporting the 
compensation philosophy. 


compensation strategy 

"The principles that guide design, implementation 
and administration of a compensation program at 
an organization. The strategy ensures that a 
compensation program, consisting of both pay 
and benefits, supports an organization's mission, 
goals and business objectives. It may also specify 
what programs will be used and how they will be 
administered." 


competency 
A behavior, attribute or skill that is a predictor of 
personal success. 


competitive pay policy 

The strategic decision an organization makes 
about which labor markets to use as comparison 
groups and how to set pay levels with respect to 
those groups. After choosing the comparison 
group, the organization must decide its market 
position with respect to the group. 


contingent compensation 
Any potential pay or benefit that is dependent on 
employee behavior and/or performance. 


corporate culture 

The norms, beliefs and assumptions adopted by 
an organization to enable it to adapt to its external 
environment and integrate people and units 
internally. It is strongly influenced by the values 
and behavior of an organization's management. 
In turn, corporate culture influences both the 
behavior of the members of the organization and 
the quality of the work experience. 


critical incident 

A behavior-based approach to performance 
management that measures specific individual 
actions as either meeting (positive feedback) or 
not meeting (development opportunity) desired 
outcomes. 


culture 

The holistic interrelationship of a group's identity, 
beliefs, values, activities, rules, customs, 
communication patterns and institutions. 


D 


deferred compensation 

Any of a number of compensation payments that 
are payable to an employee at some point in the 
future. These include voluntary deferral of earned 
incentives, mandatory deferrals of earned 
incentives as well as earnings and retirement plan 
vehicles. 


direct pay/cash compensation 
Payments made to employees in exchange for 
their contributions to an organization. 


GR5 Glossary 2 


© WorldatWork. All rights reserved. 


discretionary bonus 

A plan in which management determines the size 
of the bonus pool and the amounts to be allocated 
to specific individuals after a performance period. 
These have no predetermined formula or 
promises, and are not guaranteed. 


E 


earned time off 
An incentive or reward that takes the form of pay 
for time not worked. 


earnings 

Total wages or cash received during a specified 
period of time (e.g., pay period, month, year) for 
time worked or service rendered, including all 
regular pay, overtime, premium pay, bonuses, 
etc. 


employee stock ownership plan (ESOP) 

A qualified defined contribution (DC) plan that 
enables employees to receive company shares 
that they accrue as plan participants upon 
retirement or separation from the organization. 


extrinsic rewards 

Work-related rewards received for performance 
that have value measurable in monetary or 
financial terms. 


FE 


feedback 

Information about the state or outcome of a 
system that can be used to modify or correct a 
system's operation. As the term usually is used 
with respect to compensation, it relates to the 
process in which supervisors give employees 
information about the status of their performance. 
Performance appraisals are an example of a 
feedback mechanism. 


G 


gainsharing 

"Any one of a number of incentive programs (e.g., 
Rucker, Improshare, Scanlon) designed to share 
the results of productivity gains with employees 
as a group.” 


goalsharing 

A group incentive plan that is designed to 
measure performance against future-oriented 
business objectives or performance targets (i.e., 
not against history). 


incentive 

Any form of variable payment tied to performance. 
The payment may be a monetary award, such as 
cash or equity, or a nonmonetary award, such as 
merchandise or travel. Incentives are contrasted 
with bonuses in that performance goals for 
incentives are predetermined. 
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individual pay rate 

The wage or Salary level assigned to a given 
individual. Individual pay rates may vary for the 
same job or as a function of time and grade, 
performance, or some other basis for establishing 
variation in the employee's value to the 
organization. 


intrinsic motivation 

Employee satisfaction contingent upon job 
content or job context, as opposed to job 
consequences. It is a result of factors such as the 
opportunity to perform meaningful work, 
experience complete cycles of work or finished 
products, experience variety, and receive 
feedback on successful work results. 


J 


job enlargement 

"The practice of adding more tasks of a similar 
nature or a similar level of difficulty to a specific 
job (i.e., horizontal expansion of duties and/or 
responsibilities)." 


job enrichment 

The practice of adding more responsibility and/or 
diversity to a specific job to make it more 
challenging for the incumbent (i.e., vertical 
expansion of duties and/or responsibilities). 


job satisfaction 

An indication of how well a person "likes" his or 
her work, usually determined by a number of 
factors, including pay, promotional opportunities, 
supervision, co-workers and the work itself. When 
there is a discrepancy between an individual's 
values and preferences and what the job 
provides, job satisfaction is reduced. 


K 


knowledge-based pay 

A system of salary differentiation based on the 
formal education, related experience or 
specialized training a professional employee has 
that qualifies the individual to deal with specific 
subject matter, or work effectively in a specific 
field. Salary level may not be dependent on 
whether the incumbent utilizes the knowledge. 


L 


long-term bonus 

Usually a form of deferred compensation that 
establishes an income stream in the form of a 
bonus over time, typically at a predetermined age 
or upon retirement. 


long-term incentive plan 

Any incentive plan (usually limited to executives) 
that requires sustained performance of the firm for 
a period longer than one fiscal year for maximum 
benefit to the employee. Some plans are based 
on capital shares of the organization and may 
require investment by the employee, while others 
are based on financial performance. 


lump-sum bonus 
An award that is paid in a single cash payment. 


lump-sum merit payment 

When merit pay is delivered in the form of a single 
cash payment separate from base pay (i.e., not 
folded in). It must be "re-earned" annually. 
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M 


management by objectives (MBO) 

An employee-development technique that 
consists of a process in which a superior and a 
subordinate, or group of subordinates, jointly 
identify and establish common performance goals 
as a basis for directing behavior and assessing 
performance. The unique feature of MBO is that 
the process requires involvement of subordinates 
in the setting of performance goals. 


merit increase 

An adjustment to an individual's base pay rate 
based on performance or some other individual 
measure. 


merit matrix 

A methodology using an individual's performance 
level and placement within the salary range as a 
means of determining the amount of the pay 
increase, usually stated as a percentage of base 
salary. 


merit pool 

Total performance increase dollars available, 
expressed as a percentage of payroll at the end 
of the preceding period. 


merit rating 

A method for appraising the performance of an 
employee with respect to his or her job. It 
frequently serves as a basis for making pay 
adjustments, promotion decisions, or work 
reassignments. 


mix 

Relative to compensation, the relationship 
between the base salary and the planned (or 
target) incentive amounts in the total cash 
compensation package at planned or expected 
performance. The two portions of the mix, 
expressed as percentages, always add to 100 
percent. 


N 


noncash incentives/recognition programs 
Incentive payments that are not readily 
convertible to cash (e.g., extra time off, meal or 
merchandise awards, a reserved parking space, 
membership in a luncheon club). 


nondiscretionary bonus 

A plan in which management determines the size 
of the bonus pool and the amounts to be allocated 
to specific individuals after a performance period. 
These use a predetermined formula and 
promises. 


nonfinancial reward 
See nonmonetary awards. 


O 


organizational development (OD) 

Systems and programs aimed at improving 
organizational and individual behavior and 
performance through training and development. 
Specific techniques may include group exercises, 
management by objectives (MBO), sensitivity 
training and group discussion. 
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pay for time not worked 

Refers to time off work with pay. Typically, it 
includes: holidays, vacations, personal days, jury 
duty, approved paid leaves, military duty, etc. 


pay progression 

The position the employee is within the pay 
ranges, and the ability for pay movement based 
upon performance. 


pay satisfaction 

The degree to which an employee perceives little 
difference in the pay he or she thinks is deserved 
and the pay actually received. When pay 
satisfaction is low, the potential for reduced 
productivity, strikes, turnover, grievances and 
absenteeism increases. Also referred to as pay 
equity. 


performance appraisal 

Any system of determining how well an individual 
employee has performed during a period of time, 
frequently used as a basis for determining merit 
increases. 


performance culture 

A set of shared norms and attitudes relating to 
performance in an organization. An organization 
with a performance culture based on teamwork, 
for example, is unlikely to be fertile ground for a 
reward system based on competitive performance 
among individuals. A merit pay system may 
reflect an individual ethic within an organization's 
performance culture. 


performance cycle 

When performance of the job incumbent (or 
group) is measured on a year-to-date basis (e.g., 
a third quarter incentive payment based on the 
cumulative results from the beginning of the year 
through the third quarter). 


performance dimensions 

Aspects of performance, critical to a job, on which 
the incumbent will be rated. Dimensions can be 
related to outcomes or behavioral criteria 
pertinent to the job assignment. 


performance management 

A systematic approach for managing individuals 
and/or groups that involves planning, monitoring, 
appraising, rewarding and improving performance 
in support of the business strategy. 


performance measurement 

Any technique employed to gather data that 
provides a basis for exercising performance 
appraisal judgment. 


performance period 
A predetermined span of time during which 
individual (or group) performance is measured. 


performance rating 
See merit rating. 


performance sharing 

An incentive plan design in which performance is 
defined in terms of selected criteria (e.g., quality, 
customer satisfaction, responsiveness, profit, 
etc.), standards are established and incentive 
awards are made contingent upon meeting these 
standards, typically at the business-unit or 
organizational level. 
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performance standards 

The defined performance levels, derived from 
organizational objectives, that an organization 
expects from individuals and/or groups with 
respect to specific objectives. 


performance targets 

Tasks or behavioral goals established for an 
employee that provide the comparative basis for 
performance appraisal. 


person-based pay 

Compensation programs that base an employee's 
salary on that individual's skills or knowledge 
rather than on the nature of a rigidly defined job. 
Types include skill-, knowledge- and competency- 
based pay. 


piece rate 

A direct performance payment based on 
production by an individual worker. A payment is 
made for each piece or other quantity unit of work 
produced by an employee. 


piece work 

Work for which an incentive payment is made. 
The payout depends on the number of pieces 
produced or operations completed. 


productivity 

Any index measuring the efficiency of an 
operation, usually involving a ratio of outputs to 
inputs or costs. Rewards frequently are tied to 
productivity-related measures. 


profit-sharing pension plan 

A defined contribution (DC) plan providing for 
employee participation in the profits of the 
organization. The plan normally includes a 
predetermined and defined formula for allocating 
profit shares among participants, and for the 
distribution of funds accumulated under the plan. 
Profit-sharing plans that are administered as 
retirement plans defer taxation of participants’ 
accounts until distribution. 


R 


rating bias 

Any of a number of common nonperformance- 
related errors made by raters due to poor 
information-processing capabilities rather than 
ethnic or sexual prejudice. The use of explicit 
performance standards and the training of raters 
has been shown to reduce much rating bias. 


recognition program 

A policy of acknowledging employee contributions 
after the fact, possibly without predetermined 
goals or performance levels that the employee is 
expected to achieve. Examples include giving 
employees clocks or other gifts on milestone 
anniversaries, granting an extra personal day for 
perfect attendance or paying a one-time cash 
bonus for making a cost-saving suggestion. 


reinforcement theory 

As applied to the workplace, this principle 
maintains that employees will tend to behave in 
ways that get rewarded and avoid behaviors that 
are not rewarded or that are punished. 
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reliability 

The quality of a measuring device, including 
human raters and evaluators, that determines 
how free the device is from common 
measurement errors, operationalized by 
correlating measures from two or more separate 
observations using the same measures on the 
same subjects. 


return on equity (ROE), return on shareholder 
equity (ROSE) 

The ratio of the net income attributable to 
common shares to shareholders' equity. Often 
used as a measurement in incentive plans. 


S 


shift differential 

Extra pay allowance made to employees who 
work on a shift other than a regular day shift (e.g., 
9 a.m. to 5 p.m., Monday through Friday) if the 
shift is thought to represent a hardship, or if 
competitive organizations provide a similar 
premium. Shift differentials usually are expressed 
as a percentage or in cents per hour. 


short-term incentives 

"Rewards that are based on the attainment of 
short-term results of 12 months or less (e.g., net 
income). See also annual incentive." 


skill-based pay 

A person-based compensation system based on 
the repertoire of skills an employee can perform, 
rather than the specific skill that the employee 
may be doing at a particular time. Pay increases 
generally are associated with the addition and/or 
improvement of the skills of an individual 
employee, as opposed to better performance or 
seniority within the system. Pay level generally is 
not dependent on whether any of the skills are 
utilized. 


small-group incentive 

Any incentive program that focuses on the 
performance of a small group, usually a work 
team. These incentive programs are most useful 
when measurable output is the result of group 
effort and individual contributions are difficult to 
separate from the group effort. 


stock grant plan 

Plan that provides stock to employees without any 
cost to them. Stock grants take two basic forms: 
(1) stock-appreciation grants and (2) full-value 
grants. Stock-appreciation grants entitle the 
employee to the appreciated value of a share of 
stock (or number of shares or units) over a 
designated period of time. These grants may be 
qualified or nonqualified under Internal Revenue 
Service (IRS) regulations. A full-value grant 
entitles the employee to a total value of the worth 
of the share of stock (or number of shares or 
units) over a predetermined period of time. 


stock purchase plan 

Any program under which employees buy shares 
in the company's stock. A qualified plan is a 
program which meets the Internal Revenue 
Service (IRS) statutory requirements and results 
in more favorable benefits and tax treatment for 
the employee and company. Stock may be 
offered at a fixed price (usually below market) and 
paid for in full by employees. A nonqualified plan 
does not qualify for favorable tax treatment and 
may include any terms (e.g., discounts below 
statutory IRS limits). 


strategic business unit (SBU) 

A subunit of a larger organizational structure (e.g., 
division or subsidiary) that is viewed as a 
contributor to the overall success of the 
enterprise. Many incentive plans are designed 
around the accomplishment of SBU financial 
results. 
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team incentive 

Any incentive that focuses on work teams or 
larger sets of workers operating as a unit. It is 
based on predetermined objectives being met to 
qualify for a payout. 


team pay 

A bonus payment based on the performance of a 
group of workers operating as a unit, often 
allocated in equal amounts to all eligible 
employees. Also called group bonus. 


telecommuting/telework 

The process of allowing employees to work from 
an independent location (most typically from 
home) anywhere from one day a week to working 
at home full-time. Technology connects an 
employee to office and/or business. 


time off with pay 

An employee benefits category that includes 
vacation, holidays, sick leave, lunch periods, and 
other miscellaneous leave for which the employee 
is compensated. Also known as pay for time not 
worked. 


total remuneration 

The sum of the financial and nonfinancial value to 
the employee of all the elements in the 
employment package (i.e., salary, incentives, 
benefits, perquisites, job satisfaction, 
organisational affiliation, status, etc.) and any 
other intrinsic or extrinsic rewards of the 
employment exchange that the employee values. 


total rewards 

The monetary and non-monetary returns provided 
to employees in exchange for their time, talents, 
efforts and results. Total rewards involve the 
deliberate integration of five key elements that 
effectively attract, motivate and retain the talent 
required to achieve desired business results. 


V 


validity 

The quality of a measuring device that refers to its 
relevance (i.e., is the device actually measuring 
what it is intended to measure?). This quality is 
extremely important for job analysis and job 
evaluation measures as well as for performance 
appraisal devices. 


variable pay 

Compensation that is contingent on discretion, 
performance or results achieved. It may be 
referred to as pay at risk. 
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Faculty * Course GR5 


Atsmon, Tali, GRP 


Tali Atsmon is founder and CEO of Atsmon 
Group - Advanced Compensation Solutions in 
Israel. Tali has more than 20 years of 
experience in compensation and benefits 
consulting and in technology sector salary 
surveys. Her special areas include design and 
implementation of base pay systems, incentive 
systems as well as job leveling processes. Tali 
holds an industrial engineering degree from the 
Ben Gurion university in Beer Sheva. 


Auld, Dianne, GRP 


Auld is the founding member of Auld 
Compensation Consulting, a remuneration 
consultancy operating out of Cape Town and 
servicing a wide range of South African clients. 
She also works part time as Senior Human 
Resource Manager Compensation, for Pick 'n 
Pay, a leading retailer in South Africa, and runs 
an extensive range of training programs 
teaching practical remuneration skills to HR 
and remuneration practitioners from Africa and 
the Middle East. She is the chairperson of the 
Western Cape branch of the South African 
Reward Association. 


Buergi, Andreas, GRP 


Andreas Buergi is the Managing Partner of 
LWI Ltd. a Swiss specialized peak 
performance coaching and consulting 
company. He has specialized in international 
reward and benefits consulting since 1987. His 
primary areas of expertise include global total 
reward strategy and incentive plan design & 
implementation, international assignment 
policy consulting and advising board and 
executive levels on how to manage and 
improve performance. Andreas holds a 
diploma of English studies from Cambridge 
University (UK) and an MBA from City 
University (USA). 


Coil, Margaret A., CCP 


Coil is principal of MAC Consulting. She did 
her undergraduate studies at Ohio State 
University and Capitol University and holds an 
MBA from the University of Chicago. She is a 
past WorldatWork Chairman of the Board and 
an honorary life member. 
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Constantin, Steve, PhD, CCP 


Steve Constantin is an independent consultant 
specializing in performance management, 
executive coaching and change management. 
Previously Steve served as the Global Director 
of Human Resources Development and Work 
Force Planning for Dow Chemical Company. 
He has also held various positions at Dow as 
Director of Compensation and Benefits for Dow 
Chemical Europe; Human Resources Director 
for Dow Plastics USA; Director of 
Compensation and Benefits for Dow Latin 
America; and Supervisor of employee 
development and personnel in a Dow 
manufacturing site. Steve has made 
presentations to the Conference Board, Center 
for Effective Organizations and the 
Performance Excellence Council. 


Gill, David L., CCP 


Gill is director of HR and professional 
development for Baker & McKenzie in Madrid, 
Spain. He holds an MA in industrial/ 
organizational psychology from New York 
University and a BA from Southern Methodist 
University. 


Gismera, Victoria 


Gismera is a principal with Peoplematters in 
Madrid, Spain. She has extensive experience 
in people management in HR departments of 
multinational companies and in consulting 
firms. Gismera holds a bachelor's degree in 
psychology from the Universidad Pontificia de 
Comillas in Madrid. 


Highnam, Alec, GRP 


Alec Highnam is VP Rewards at BlueScope 
Steel, a global steel and building products 
manufacturer with some 20,000 employees 
world wide. He has specialised in executive 
and employee, remuneration and taxation 
since the early 90's and worked in consulting in 
these areas in the UK (London) and 
subsequently Australia (Melbourne) before 
entering work in the corporate arena. His 
focus is on corporate remuneration strategy 
and performance rewards, dealing with global 
equity incentive arrangements, varying short 
term incentives, expatriate policies and Senior 
Executive remuneration. 


Hovy, Maureen, GRP 


Hovy is manager of remuneration and benefits 
with Huhtamaki Australia Pty Ltd and has 
specialized in rewards consulting since the late 
1980s. Her areas of expertise include base pay 
and incentive design, global rewards strategies 
and advice at board and executive levels. She 
holds a BS from the Rand Afrikaans University, 
as well as honors in education and a diploma 
in data metrics (with distinction) from the 
University of South Africa. 
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Kruger, Peet 


Peet is an independent consultant and owner 
of a Reward Consulting Company (Reward 
Partnership) which provides customised 
integrated solutions in the field of reward 
strategy, remuneration and job grading 
structures and performance management and 
incentive programmes. He has extensive 
experience in human resources management 
and worked with several large corporates, as 
HR Manager and consulted to various 
organisations in Southern Africa as a Reward 
Consultant since 1998. He holds a Masters 
Degree in Industrial Psychology from Rand 
Afrikaans University and was awarded the best 
student award for completing a Masters 
Diploma in Human Resources at the Rand 
Afrikaans University. 


Peacoe, Ray W., CCP, CBP, GRP 


Peacoe is president of The Human Resource 
Consultancy specializing in human resource 
strategy, compensation and benefits. He holds 
a BS from Westminster College and an MS 
from Indiana University. He is a former 
member of the WorldatWork board of directors. 


Pillai, Ashok 


Ashok is the Director of Reward for the 
Refining and Marketing business of BP plc, 
based in London. He has over 16 years of 
global HR experience with expertise in 
performance management and reward. His 
specialist areas includes Total Reward (Base, 
variable pay and LT1), Individual Performance 
management & measurement. In the 
performance and reward arena his focus has 
been on designing, delivering and 
communicating business aligned performance 
and reward solutions. He holds an MBA from 
the London Business school and a Post 
Graduate Honours diploma in Human 
Resource Management. 


Rubino, John A., CCP, CBP, GRP 


Rubino is president of Rubino Consulting 
Services (RCS) in Pound Ridge, N.Y. 

His areas of expertise are in the design and 
implementation of executive and employee 
incentive plans, performance management 
systems, management training programs, 
motivational training and human resources 
communications. He holds a BA, with honors, 
from Wagner College and an MBA, with 
distinction, from Pace University. 


Seltz, Steven P., CCP 


Seltz is senior director of compensation and 
benefits for Siemens Corp. He holds a BA from 
Vassar College and an MBA from the Wharton 
School at the University of Pennsylvania. Seltz 
has served as a member of WorldatWork 
board of directors. 


Tomesen, Jeroen, GRP 


Jeroen Tomesen is the Director HR for Aon 
EMEA-UK located in the Netherlands. 

Jeroen started his career in AT&T / Lucent 
Technologies in the area of Compensation & 
Benefits for EMEA. He later headed the C&B 
function for AT&T outside the US. From 1997 
to 2003 Jeroen was the managing partner of 
InCEnT, an HR Strategy and Rewards 
consultancy company. He was also Managing 
Director of an HR solutions company, 
HR4People, providing flexible benefits 
solutions through the internet. In 2004 Jeroen 
joined Aon International as the Director C&B 
for EMEA and Asia-Pacific and he took over 
the role of HR Director for Aon EMEA in 2005. 
Jeroen has a masters degree in economics 
and law from the Erasmus University in 
Rotterdam, The Netherlands. 
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Wilson, Stephanie Y., CCP 


Wilson is president of Human Capital 
Solutions, LLC. She is an adjunct professor in 
the Graduate HR program for the New School 
University in New York City. She holds a BA 
from the University of Utah and an MBA from 
the University of Connecticut. 


Woodhouse, Rachael, GRP 


Rachael is Assistant Vice President, HR Asia, 
with AET Tankers Pte Ltd and has been in the 
dedicated generalist stream for the past 8 
years in the Insurance, IT and Shipping 
industries. Her areas of expertise include M&A 
activities and benefits harmonization as well as 
market pricing and benchmarking strategies. 
Rachael holds a BSc in Business Management 
from Kings College, London University and has 
spent time working in Japan, the UK and 
Australia as well as Singapore. 


Zerkowitz, Alexander, GRP 


Zerkowitz is human resources director with 
Raiffeisen-Landesbank Steiermark, one of the 
leading retail banks in Central and Eastern 
Europe. In his professional career as a 
practitioner, he has been holding international 
HR and C&B management responsibilities with 
leading companies from different industries 
such as GM, Red Bull and Nokia. He did a 
foreign study assignment in France and 
Belgium and earned a Master in Commerce 
from Vienna University for Business 
Administration as well as an Executive MBA 
from California State University Hayward. 
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Information 


About WorldatWork Society of Certified Professionals® 


WorldatWork Society of Certified Professionals is an organization that certifies human resource professionals in the 
disciplines of compensation, benefits and work-life. WorldatWork Society designations include Certified 
Compensation Professional (CCP®), Certified Benefits Professional® (CBP), Global Remuneration Professional 
(GRP®), and Work-Life Certified Professional (WLCP®). 


www.worldatworksociety.org 
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Certification Examination Information 


Development 


Internal and external subject matter experts 
contribute to the development of the content 
of WorldatWork courses as well as the 
examinations. Exam questions are reviewed 
by an internal examination team to ensure that 
items are properly scripted and meet the 
standards of good measurement practices. 
Exam reviews consist of, but are not limited 
to, checking items for appropriate content, 
accuracy, and for clus that would help the 
person taking the exam answer the item 
correctly. For new courses, a pilot of the 
course is conducted, culminating with an 
examination. 


The final step in the examination development 
process occurs when scores are received, 
indicating how well the exam performed. 
Subsequently, exams continue to receive 
regular reviews to assess performance and 
currency. 


Specifications 


Exam specifications serve as a guide for the 
development of WorldatWork examinations 
and consist of two parts: (1) the content or 
knowledge assessed by the test, and (2) the 
statistical analysis of the items of the test. 


The content or knowledge contained in the 
examinations is derived by a comprehensive 
breakdown of the material covered in each 
course, based on the Body of Knowledge. 
Exams are developed and refined on an 
ongoing basis by teams of staff and 
volunteers with expertise in each subject area. 
Questions assess mastery of the topics 
covered in the course books as the materials 
relate to the Body of Knowledge. Examination 
developers weigh the amount of key 
information presented in each module. 


Examination items cover the overall Body of 
Knowledge presented in the course, and 
reflect relative emphasis required in each 
module. Each test item is written based upon 
the module objectives and content to measure 
specific types of knowledge, such as recall, 
application, analysis, evaluation, etc. 


Time allotted for completion of each 
examination is four and one-half hours; 
however, most participants complete 
examinations within one and one-half to 
two hours. 


An item-by-item review of test items is 
performed to ensure that all test items meet 
the prescribed criteria. Each examination item 
is analyzed to determine exactly where it is 
presented in the course material. The analysis 
is conducted on an item-by-item, module-by- 
module basis. All examination items are 
developed with this balance in mind. 
Examination items must be clear and 
straightforward to reduce confusion and 
frustration, which would limit participants’ 
opportunity for success. 


Test items are subject to continual scrutiny by 
statistical analysis as well. Comprehensive 
statistical analysis is conducted on each exam 
by Arizona State University’s Testing Center, 
which provides ongoing validity and reliability 
information. Exam results are reported to 
students electronically, or by mail, upon 
request. Proprietary transcript records are 
maintained at headquarters. 


Each examination: 


1. Reflects course objectives, course 
materials and overall presentation to 
maintain content validity. 


2. Provides a balanced sequence of exam 
items according to class presentation and 
objectives. 


3. Contains test items with the appropriate 
number of alternative distractors to 
accurately determine discrimination. 


4. Is monitored using an item analysis for 
evaluating internal consistency and 
reliability. 


5. Serves as a measure of knowledge of 
course content and the Body of 
Knowledge. 
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The monitoring process consists of an 
ongoing review of the following factors: 


1. The security of examinations. 


2. The maturity, currency and relevancy of 
the examination over time. 


3. A comprehensive item analysis, utilizing 
statistical procedures that include item 
discrimination and item difficulty 
assessment. 


4. A monitoring of all items to identify those 
that consistently perform poorly on item 
analysis criteria and should be eliminated 
or revised. 


5. The implementation of adjustments 
necessary in the scoring base to reflect 
the integrity, fairness, and credibility of 
the examination. 


Certification examinations are designed to 
measure a specified level of proficiency 
relative to course content. This serves to link 
the exams to the associated Body of 
Knowledge. 


The minimum passing score (cut score) for 
all certification exams is 75 percent. By 
definition, this serves as the accepted 
threshold of mastery. 


Item Type and 
Number of Options 


Multiple-choice questions are used for 
certification exams. This type of question 
was chosen for the following reasons: 


1. Multiple-choice questions are easily 
adapted to meet a variety of testing 
situations. 


2. Psychometric research indicates that 
multiple-choice questions are more 
reliable than other types of questions. 
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3. Multiple-choice questions can assess a 
wide range of knowledge, skills and 
abilities. 


4. Multiple-choice exams can be scored 
electronically. 


Based on research and contemporary 
measurement practice, the number of options 
(responses to the questions, i.e., A, B, C) 
ranges from 2 to 4. 


The following are the three components of 
multiple-choice questions: 


1. Stem: An opening or introductory 
statement, typically in the form a question. 


2. Options: Each choice (A, B, C) is an 
option. There is one BEST option, which is 
the correct response (which would be the 
consensus of a panel of experts). 


3. Distractors: The incorrect choices are the 
distractors. Distractors are believable 
responses; however wrong, or simply not 
the BEST response. 


Exam Versions 


WorldatWork Society of Certified 
Professionals updates exams regularly. 

The examination policy is to administer exams 
based on the most current content in the 
profession. Exam versions maintained in 
inventory assure individuals purchasing 
course binders that the content assessed on 
the exams will be adequately covered in the 
course binders for one year after the date of 
binder purchase or course registration. If 
more than one year has elapsed since binder 
purchase or course registration, it is possible 
that some questions on the exam may not be 
covered in the course materials. To view the 
current course outline/description online go to 
www.worldatwork.org. 
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Exam-Taking 
Suggestions 


Examination anxiety is something that many 
people experience. The information contained 
in this document is intended to provide you 
with sufficient information to lessen possible 
anxiety that you may experience. 


The following suggestions are offered to help 
you perform to the best of your capabilities 
and knowledge: 


1. Trust your first instinct. 


2. Avoid over analyzing. Caution against 


reading too much into the questions. 
When in doubt, move on and return. 
Proceed through the test in order. 


Make educated guesses. If you are 
fluctuating between one or two choices, 
guess at one. There is no penalty for 
guessing. 


Use the margins of the exam booklet. 
Utilize the spaces available on the exam 
booklet to make any calculations, make 
notes and to note any questions that you 
may want to skip over and return to later. 


Review your answers. When finished with 
the test, scan it to ensure that you have 
provided an answer for each question. 


Use time wisely. There is adequate time 
to complete the test. Proceed through 
the test at a pace that is comfortable for 


Fair Testing 
Practices 


Attention is focused throughout the 
examination development process on fair 
testing practices. Some of the factors that 
are included in this evaluation process are 
item writing and reviewing, item banking, 
item selection and examination review. 


The following support the efforts for fair 
testing: 


1. Exam developers are provided training in 


item writing. 


Examinations undergo reviews for any 
potential bias. 


Item performance is reviewed, including 
the instructional sensitivity of the item 
(the item needs to be difficult for those 
untrained and easy for those trained). 


you and that will allow you time to review 


and to check your answers. 
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